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EXCERPTS FRQM "PRICE FORMATION IN THE USSR NATIONAL ECONOMY™

INTRODUCTION

The price policy as one of the spheres of the economic poll-
¢y of the Communist Party and the Soviet Govermment is a reflection

of the laws of eccnomic development operative in a socialist society.

Vv, I. Lenin and I. V. 8talin substantiated and developed in
every way the theses of Marxism on the objective nature of economic
laws as epplied to socialist production. They dealt a crushing
pblow to the subjective idealistic views on the nature of the eco-
nomic development in a socialist society which amouni to a nega-

tion of the objective economic laws under socialism.

The objective nature of economic laws however does not mean
that the operation of these laws are inevitable, that they are car-
ried out by some elemental inexorable force and are not subject to
the influence of people. Society is not helpless in the face of
economic laws. With an understanding and proper use of economic
laws it can limit the sphere of operation of same laws, give free
reign to other laws which call for recognition, learn how to apply
economic laws with the full knowledge of the business st hand, uti-
lize them in the interests of society, eand thereby master and as-

sume control over them.

The conscious utilization of the economic laws in the in-
terests of e socialist soclety is manifested by the economic policy
of the Communist Party and the Soviet Government. Reflecting the
requirements of the objective lawe of econamic development, the eco-
nomic policy of the Communist Party and the Soviet CGovernment serves

as a powerful factor in the utilization of these laws in the
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interests of & gsocialist society, in the interesis of building
communisme To be successful the economic policy must first of all
conform ©O all the requirements of the basic economic lav of so-
cialism. These requirements must be mel also by the soviet price

policy-

The esgential features and requirements of the basic eco-

nomic law of socialism aetermining the substance of socialist Pro-~

duction and all the major aspects and processes of its gevelopment

were formulated dY 1. V. Stalin in the following menners L0 secure
the maximum gatisfaction of the constantly growing nmaterial and
cultural needs of the whole society through the uninterrupted ex=
pansion and perfecﬁion of socialist production on the basis of ad~

vanced £echmology .

Counterbalancing modexrn capitalist production which pursues
the ainm of securing maxinum cayiﬁalist profit, socialist producticn
is supordinated to the interests of society, of the individual,
and ‘to the satisfaction of his material and cultural demands. The
pasic contrant petween the purposes of public production undex
capitalism and under socialism jeads to pasically divergent methods
of reallzing guch ains. The aim of modern cepitalist production
js achieved through the exploitation, ruipation, and impoveriza-
tion of the pulk of the population of the particular country, the
enslavement and eystematic plundering of the peoples of other coun-=
tries, particularly packward countries, and £inally through wars
and the militarization of the national econony which is used for
gecuring the highest possible profits. The aim of asocialist pro;
duction is achieved by the uninterrupted growth and perfection of

soclalist productiqn on the basis of advanced technology - Unlike
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capitalis? production which is characterized by fluctuations be-
tween prosperity and depression spd vice versa, the socialist so-
ciety maintains an uninterrupted growth of production. Instead of
periodic interruptions in technological development accompanied by
the destruction of the gociety's productive forces under capitalism,
there is & constant perfection of production on the basis of ad-

venced technology under socialisi.

Backed by the Marxist-Leninist theory of reproduction; and
developing it further in its application to & socialist econony,
I. V. Stalin substantiated and formulabed the economic law of the
systematic and proportional development of the national economy

under socialism in his book Fxononicheskiye problemny gotaializume

v 88SR /Fconomic Problems of Socislism in the USSg]: The sub=-
stance of that law is that the socialization of the means Of pPro-
duction under socialism produces the possibility and the objective
necessity of ¢ planned development of the national economy, that
is, a proportionality in the development of every sphere of the
national economy constantly maintained by society. "A constantly
and consciously maintained proportionality would indeed amount 0
systematic planning” (Lenin, V. I., §Qg§;_é§bllected works/, Vol 3,
page s545). The realization of that possibility and that objective
necessity under socialism is achieved by way of a atate-wide plan-
pning of the national economy, through the medium of econonic plans

reflecting the requirements of the law of systaratic development

of the national economy, and with the successful reeslization of

these plans.

One of the most important problems of planning which is pard

of the economic policy of the leading organs of a socialist society

-3 =

Sanit
anitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



| P—

| Sanitized Coj O_A p R
roved for Release 2010/08/30 : .
0 : CIA-RDP81-01043R! 7 7 7
S A-RDP: 000700170005- -

is to lnsure the proportional developument of the pational economy,
to forestall and prevent any aisproportions and to eliminate them

whenever they arise.

.

The operstions of the law of planned propcrtional develop-
ment of the pationsl economy can produce the desired effect if
they are baged on the fundemental economic law of mocielisi. The
planning of o neational econamy ''can achieve positive results only
when the following 2 conditicns ere cogerveds (&) if it truly
reflects the requirements of the law of planned development of the
national economy and (b) 41f it conforms 4o all the requirements of
{he basic economic lew of socialisa” (stalin, I. Ve, Exonomicheskiye

probleny gotsializma V SSSR, 1952, Gospolitizdat, page u1).

The law of veiue snd such economic categories as value,
price, cost, profit, turnover tax, and interest on credit continue

to be operative within certain limite in a socialist sociely.

Unlike the basic economic law of socialism and the lew of
the planned and proportional Jdevelopment OF the national economy
the law of value does not coue under the econonic laws originating
under socialism on the basis of gocialized means of production.
The law of value ig a law of cormodity production. It originated

together with commodity production &8 far back as the slave system

and later was used in the service of the feudal sociebty and capital-

ism. The operations of the law of velue under gocialism are due
to the fact that commodity production end commodity distribution

are to a certain extent retaiped in & goclalist society.

The existence of commodity production upder socialism is

due to the fact that the developunent of socialist production under
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present-day conditions is expressed 1n 2 forms, public and col-
lective farm production. Under conditions of 2 forms of ownership
the commodity exchange between industry and sgriculture is as a
rule expressed in the purchese and sale of goods. And wherever
there are goods there is vilue and forms of velue which means the
operation of the law of value. However, inasmuch as the sphere

of cormodity production and circulation in the USSR is substantial-
1y restricted and embraces mainly industrial and collective farm

consumer goods, the operation of the lsw of vealue is similarly

restricied within very pnarrow limits.

The operation of the law of value under socialism is re-
stricted only to the sphere of consumer goods circulation where it
serves as an exchange and price regulator to a certain extent.
However, since the consumer goods required to cover the expendi-
ture of labor force are produced and handled: under modern condi-
tions as goods subject to the operation of the law of value, it
is impossible to keep the low of value from affecting production
as well. OSince consuuer goods are not simply distributed but are
sold apnd bought for money, the share of the individual workers of
a socialist society in public consumption is also expressed in
money, that is, in wages. The existence of wages on the other
hand is conducive to a situation whereby, first, the actual share
of the individual workers of = socialist society in public con~
sumption is closely linked to the level of consmer goods prices
the formation of which is to a certain extent regulated by the law
of value; and second, the conformity of the worker's share of pub-
lic consumption to his share of socially useful work, that is the
emount of his work spent on the production of goods under social-

ism is also measured in terms of money.

-5 -
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Thus the law of value, having been completely deprived of
its role of production regulator under socislism, continues to

exert a certain effect on production since the latter calls for

an account of labor expenditure in terms of value (that is, money )

and financisl control over +the operations of the enterprises.
Even in the sphere of production of the means of production, not
gsubject to the price regulating operations of +the law of value,
it is still necessary to use various foxms of velue with a view
to exercising a ruble control over the operations of enterprises,
calculating production costs, settling Pinancial accounts among

enterpriges; and debtermining prices.

Thus to the extent that the law of velue continues to op-~
erate in the Soviet! econony it is reflected in the economic poli-
cy of the leadipg organs of the socizlist society. There are 2
different aspects to this question. It is known that the law of
value is of en pistorically transitiopal nature. It ig an his-
tarical concept bound up with the existence of commodity produc-
tion. But commodity production and commodity distribution, ac-

cording to Marxism-Leninism, will not exist under communism.

However there is another aspect of the effect of the law of
value on production and that is that under modern conditions the
law of value can and should be successfully used in the interests
of a socialist society. The dislectics of the development of a
socielist society consist of the fact that the preparations for
the actual transition from gocialism to communism, whose exist-
ence is incompatible with commodity production and commodity dis-
tribution, call for the utilization of such economic vehicles a2

Soviet trade and money.
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While using the law of velue in the interests of socialist
production, the economic policy of the leading organs of a social-
ist society cannot fail to take into account the danger of spon-
taneous operations of the law of value as the law of commodity
production and the necessity of keeping ther under control inag-
much as they hamper the realizatlon of the requirements of the law

of systematic, proportional development of the national economy.

Thus when introducing collective farm trade in bread graixn
and other agricultural products, the Communist Party and the So-
viet Goverament made & clear distinction between the 2 aspects of
collective farm trade. Collective farm trode is necessary and
useful under present-day conditions to the extent that it con-
tributes to the expansion of the commodity turnover between the
cities and villages, provides an additional source of income for
the collective farms and farmers, and thereby increases the col-

lective farmers' personal interest in strengthening the collective

farm sysiem and in expanding public wealth. However the wrong

method of carrying out collective farm trade and unsatisfactory
leadership of the collective farms can also produce a harmful ef-
fect, give rise of speculative tendencies among part of the col-
lective Tarmers, and weaken their responsibility for meeting their
obligations to the state. To prevent this negative agpect of col-
lective farm trade from gaining the upper hend the leadership of

the collective farms must be strengthened.

Let us take one more example. self-sustaining operations
ere & method of managing enterprises by utilizing the operation of
the law of value in the interests of the development of socialist

production. But this method can be successfully used in the
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interests of socialism only when self -supporting economic operations
confornm to the requirements of the law of systemstic proportional
development of the pational economy apd when they are subordinated
to the interests of the state plan. Otherwise it may give free
reign to the spontenecus operations of the lew of value which are
conducive to the gubstitution of narrow depertuental commercial in-
terests of various enterprises, administrations, and districts I
statewide interests. Such departmental and local perversions, con-
tradicting the interests of the state plan fulfillment, vere pointed
out in the principal report of the Central Committee to the Nine-

+teenth Party Congress.

Consequently the utilization of the jaw of value in the in-
terests of = socialist society means keeping in check the manifes-
tations of its operation which contradict the demands of the law
of the systematic proportional development of the national econouy
on the one hand and giving free reign and proper direction ‘o the
operations of the law of value which can be used in the interests
of uninterrupted growth and perfection of socialist production ob

the other.

To make succeasful use of the law of value one must be fa-
miliar with the operations of the law of value, gstudy them, and
pe able to take them into account in planning. Hence the growing
importance of studying the price formation in the USSR, the objec-

tive regularity of the formation of prices, and their changes.

Price is & monetary form of commodity value. It originated

in history together with commodity production and commodity distri-

pution. The existence of prices in 8 socialist society is bound

up with the existence, withip certein limits, of commodity produc=

tion and commedity circulation and thereby also with the lew of value.
-8 -
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Inasmuch as price is a form of value, the formation of Pprices
and the changes in their level cannot be arbitrary. The objective
basis for such changes is in the Tinal analysis represented by the
changes in the necessary public expenditures on commod 1ty produc~-

tion vhich are expressed in terms of noney.

At the same time, the socialization of the means of produc-
tion under the basic economic law of soclalism and the law of the
systematic proportional development of the national economy exert

price Tixing and on the nature of price changes

under socialism.

First of all the socialization of the means of the produc~
tion and the operation of the law of systematic proportional de-
velopment of the national economy made i1t possible for the Soviet
Government to introduce systematic Price fixing in regard to the
bulk of the national product. The Soviet Government is carrying
out a planned price fixing under a price policy that provides for
the systematic reduction of Prices on goods produced by state enter-
prises. That policy reflects the essentiael requirements on the

basic economic law of socialism.

The steady growth and perfection of production on the basis
of advenced technology, peculisr to socialism, are conducive to a
steady increase in the productive force of Public work and the re-
sultant reduction in public expenditures and rroduction costs.
Since socialist production is subordinated to the interests of 80~
ciety's demands, the advantages derived by society from the grow-
ing productivity of public work are expressed in price reductions.

Price reductions in turn tend to increase the capecity of the do-

megtic market, raise the effective demand for goods, and thereby

also act as a stimulant to growing production.
-9 -
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Thus the aystema‘bic reduction of prices is an objective
regularlty in & asocialist goclety. 4 is based o0 the assumpbion
that the hagic means of production pelong ©O society ae 2 whole
and the purpose of public prcduction is the maximum sa“oisi’action

of the needs of the entire gociety.

On the other hend & systematic reduction of prices under
capitalisn is unthinkable gince it would stapd in contradic'bion
to the basic economic 1av of capitaliss. Capitalisn i1g familiar
with forcible price Axrops, forcivle and caompulsory gevaluation of
capital in times of depression. It is familiar with the practice
of dumping, & sharp weapon in the compe‘citicm struggle for the
market znd the eventual domination of i% bub it does pot and can~
not be famillar with the practice of price reduction &8 a con~-
sciously and consiatently imple'mented econamic policy, since that
would wean +hat cepitalisn would cease to be capitalisme. Paxr-
ticularly charac"ceristic of contemporary capi‘o&lism is systema’cic
price hiking and rising 1iving costs as one of the methods of

plunuering the peoples of "thelr own" and other countries.

Prices in & socislist society represen‘b a form of value
which is uged in the nost varied sectors of gociallst econouy, 13
the econcmic Tarnover of production means within the 1imits of the
gtate production sector (wholesale prices) , in the economic turen-

over of Taw meterials petween the collective fayms end the state

spdustry (prccurement prices) end in the distribu‘hion of consumer

goods (retail prices). Prices in the USSR are used for the pur-
pose of eystematically ipcreasing 4he real wages of workers and
employees and the jncome of farmers LY raising the purchasing

power of ‘the money, expanding ‘the capacity of the domestic market
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and organizing consumer dewsand, increasing commodity circuletion,
providing additional stimuli for higher production and lower costs

and increasging the socialist surplus accuwulation,

Prices are made use of in the process of drafting state
plans and checking their implementation and computing the cost of
production and circulation, as well as in the economic estimates

of new construction projectis.

The various possibilities of utilizing prices in the in-
terest of 2 socialist society call for a knowledge and skill on
the part of our economic and planning cadres in the handling of
the instrument of prices. 4~An inadequate familiarily with theé op-
eration of the law of value on the other hand reveals that our
planners and econamic workers are frequently unable to make proper
use of the form of value expressed in prices or to grasp the right

neaning of the price policy.

The elaboration of the theoretical problems of price forma-
tlon in the USSR; the generalization of the practice of price plan-~
ning and a thorough study of the Soviet price policy assume par-
ticular importance and significance under the present conditions
of the development of the Soviet state in the light of the direc~
tives of the Nineteenth Commmunist Party Congress, calling for more
attention 0 the exploitation of the still untepped resevrves of
mineral resources in the socialist economy, ard the decisions of
the September Plernum of the Centrel Coumittee of the Communist
Party USSR "on measures for the further development of USSR agri-
culture," which provide for greater economic stimuli for increas-

ing sgricultural production.
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and orgenizing consumer dewand, increasing commwodity circulation,

providing additional stimuli for higher production and lower costs

and increasing the socialist surplus accuwulation,

Prices ave made use of in the process of drafting state
plans and checking their implementation and computing the cost of
preoduction and circulation, as well as in the economic estimates

of new construction projects.

The various possibilities of utilizing prices in the in-
terest of 2 socialist society call for a knowledge and skill on '“;"f”
the part of our economic and planning cadres in the handling of
the instrument of prices. #An inadequate familiarily with theé op-
eration of the law of value on the other hand reveals that our
planners and economic workers are frequently unable to wmake proper
use of the form of value expressed in prices or to grasp the right

meaning of the price policy.

The elaboration of the theoretical problems of price forma-
tion in the USSR; the generalization of the practice of price plan-~
ning and a thorough study of the Soviet price policy assume par-
ticular importance and significance under the present conditions
of the development of the Soviet state in the light of the direc-
tives of the Nineteenth Communist Party Congress, celling for more
attention to the exploitation of the still uwntspped resevves of
mineral resources in the socialist ecoromy, ard the decisions of
the September Plenum of the Central Camnittee of the Communist
Party USSR "on measures for the further development of USSR agri-
culture," which provide for greater economic stimuli for increas-

ing agricultural production.

Sanitized Copy Approved for Release 2010/08/30 - CIA-RDP81-01043R000700170005-7



Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7

Making no claim to a complete and thorough treatment of

such an exceptionally complicated problew as price formation in a

socialist society, this book pursues the aim of elucidating gome

very important questions of implementing the Soviel price policy
and the methods of its planning by generalizing the present prac-~

tice of price formation in the USER.
CHAPTER I. PRICES IN A SOCIALIST SOCIETY

The Marxist-Leninist economic theory teaches that price,
as a cetegory of commodity economy, represents the most developed
monetary form of the value of goods. ". . . price," Marx points
out, "is the monetary expression of velue" (Marx, K., Kapital,

Vol III, 1951, page 367).

This is how V. I. Lenin defined the correlation between
the price and the value of goods: "The price is a manifestation
of the law of value. Vzlue is the law of prices, that is a so-
cialized expression of the price concept” (lenin, V. I., Soch.
[Collected Works/, Vol 20, page 181). Manifested in terms of
prices is the first function of money as a measure of commodity
value, which, as Marx says, "is to supply the commodity world with
the material for expressing value, that is, the value of goods
similar in volume, identical in quality, and ccmparable in quan-

tity" (Marx, K., Kapital, Vol 1, 1952, page 101).

The price of a commodity does not directly represent value
as a quantitative index of the working time expended but "as an
exchange relation be'ljween a particular cammodity and & uwonetary
commodity not connected with it" (Ibid., pasge 109). And since

this relation may express not only the value of a commodity but
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also its availability the very form of the price presupposes & pos-
sivle lack of quantitative coincidence of the price of a particular
commodity and 1ts value or = possible disparity between its price

ani its velue.

Prices ure bused on the existence of comnodity production,
that production designed for the exchange of goods by purchase and
szle through the medium of money. Wherever there zre goods there
iz slso value and price which is an expression of its monetsry as-

pect.

The objective necessity for prices and the concrete forus
which price formation sssumes in = socialist sociely are zccounted
for firsy of all by the conmodity production snd circulation which
8till exist here within certain limits. The treatuent of the prob-
lems of price formation in o sociclist soclety is therefore bound
up with the nature of commodity production and comodity circula-

tion in the USSR.

Cormodity Production and Commodity Circulation in the USSR

The Mzzxist~Leninist economic theory teaches that canmodity
production should not be confused with capitalist production. Capi-
talist production is the highest form of commodity production. Come-
medity production however does not necessarily snd not always lead
to capitelism. Commodity production is older then capitalist pro-
duction. It existed under the zleve system and served its inter-
ests but did not lead to capitalism. It existed under the feudal
system and though it produced certain conditions for capitalist

production did not lead to capitalism.
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discovered and validated the

v. I. Lenin and I. V. Stalin

objective neces:ity and feasibility of utilizing cammod ity produc-

tion, within cervain liwmits, dquring the first phase of & communist

society.

In his inspired works on weax in kind" and "the cooperative

plan® V. I. Lenin presented 2 detailed definition of the bases of

the economic policy of the Soviet Government during the period of

transition from capitalism 4o socialism, 3 policy designed to lay
the foundation for & socialist economy and o bring about & complete

victory of gocialisgm Over capitaliism.

This is how Lenin defined the fundamental decisive problemn

of that policy, called the NEP {_ﬁova;ya ekonomicheskaya politike =--
New Econmomic Policy/: " . - the establishument of a union between

the new economy we begsn O build (very inadequately, Very poorly, N -

but we began construction just the ssme on the pusis of @ nevw 80-

cialist econamy and a new type of production and distribution) and

the peasant-type of econouy embracing millions upon millions of

peasants” (Leniu, y. I., Sech., Vol 33, page 241).

Thet is why, as Lenin pointed out, the all-round develop-

ment of state and cooperative trade helped to supply the small

Psrmers with better products and in greater quantities, faster and

cheaper than pbefore. That is why the elimination of any and all

capitelists from cammodity circulation becamne the most important

economic problem of the Soviet Governmezit at a certain stage of

development.

wprade,” saild Lenin, nss the 'link' in the historic chain

of events during the transition phases of our socialist construction

- 1 -
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of 1921~1922 to which wé, the proletarian government and the lead-
ing conmunist party, 'should hold on at all costs.' If we get a
sufficiently strong ‘grip' on that link now, we will be sure to
get hold of the whole chain in the very near future. Otherwise
there is no way of teking possession of that chain or laying the

foundation for sociallst economic relations” (Ibid., page 89).

Lenin tiled the utilization of commodity production, trade, )
and money to the problem of improving the personal material in-
centive of the workers for the congtruction of @ new social systenr
and the creation of e powerful socialist industry cepable of lead-

ing the natiomal economy to large scale socialist production.

Developing Lenin's thesis on the role of trade in the trans-
ition period between capitalism and socialism, I. V. Stalin ex-
haustively substantiated the objective necessity of utilizing com-
nodity production, trade, and the monetary system in the interests
of building socialism and the further development of the socislist

economy towerd communism.

Addressing the Fourteenth Party Congress, I. V. Stalin B
pointed out that the seizure of power by the working class snd tle
concentration of the camanding economic posts in its hands will
produce a basic change in the role of trade and money, & change from
instruments of bourgeols economy into weapons of socialist construc-

tion.

Consistently implementing the economic policy of the Com-
munist Party, the Soviet Govermnment mede successful use of trade
and the monstary system, first, o restrict and eliminate, and then

to completely liquidate the private capitalist elements fram the

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7

M '

economy with a view {0 puilding a socialist gociety and systematical-

iy improving the welfere of the working class snd peasantry.

The establishment of public owmership of the weans of pro-
duction and the resultent liquidation of the system of hived labor
ané exploitation did not end could not lead to the sbolition of
cormodity production which remained as & necessary and quite useful
element of the nationzl econcmic system even in the soclalist stage

of development.

This of course does not pecessarily mean thet commodity
production and commodity distribution under the conditions of vic~
torious socialism should be jdentified with the commodity produc-

tion and trode in the first stage of the NEP.

Comnmodity production under socislism is & special type of
commodity production. It is production without capitalists, it
ie commodibty production designed to contribute to the development
end strengthening of socialist production. It deals primerily
with the commodities of united sociallst producers (government,

collective farms, and cocperatives).

Coxmod ity production and commodity turnover in a soclalist
society is based on the existence of 2 basic foxme of socialist
production, state or public production and collective farm produc-
tion which cennot be called public. In state enterprises the means
of production and the production output represent public ownership

and beleong to the state which is in full control over them.

In collective farm enterprises on the other hand while the
vasic means of production (land and mechinery) belong to the state

the production output is the property of the various collective
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farms. The collective farms alone are in control of the kolkhoz
output which is their property. But under the present conditions
the collective farms are unwilling to dispose of their surplus
products except as commodities in exchange for which they want to
get the comnodities they need. Thus the distribution of consumer
goods can be carried out only in the form of commodity circuletion
through the medium of money. A2And vherever there is coomodity pro-
duction, thet is, production designed for exchange through the
medium of noney, the law of value, value, forms of value, and par-

ticwlarly such forms of vslue as prices, beccues indispenssble.

Unlike the situation under capitalism, commodity production
in the USSR is of a universal nature. In view of such decisive
economic conditions as public ownership of the means of production »
the liquidation of the hired labor system, and the liquidation of
the system of eacploitati.on,' comuodity production under socialism

is restricted to strictly defined limits.

First of all in a socialist society there is no room for
commodities specifically designed for & capitalist market such as
hired lubor which is an embodiment of the system of exploitation
of manp by man under capitalism. Further, as & result of its na=-
tionalization the land is no iongger en object of purchase asnd sale.
Nor can the basic funds of the state enterprises be used as sn ob-
Ject of trade. Finally, the means of production produced by our
state enterprises end designed for use within the country cannot

be clagsified as commodities.

The neans of production and particularly the implements of
rroduction manufactured by the state industry are not sold. They

are merely distributed by the state smong its enterprises. They
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are not evep sold to the collective farms. There are no purchases
or sales involved in the movement of production means aumong the
government enterprises. When means of production are transferred
from one enterprise to the other, the ownership of such means is
reteined by the state since the latter owns both the supplying

and recelving enterprises.

As for the agricultural material supplied by the collective

farme toc the state industry, it is not a commodity et all. It can-

all the attributes of a commaodity. In actuasl fact the collective

farms' supply of agricultural material is characterized by & re-

1inquishment of owmership peculiar to a purchase-and-sale trans-
action. The collective farms lose their ownership of the raw ma-
terial while the state industzy acquires such ownership. However,
in view of the fact that the implements of production required for
the production of agricultural raw materials and the production
implements required for processing it come under public (stete)
ownership, the agricultural rawv materials are not sold just To
any custoamer. Agricultural raw materials are sold only to the

state.

Oply the consumer goods produced by state industry as well
as the collective farm surplus products flowing into Soviet trade
chennels heve 81l the attributes of cormodities. They are sold to
any customer freely, without any restrictions. Under the purchase-~
end-sale terms of such products, the seller loses his ownership of
the product while the customer acquires such ownership and is free
4o dispose of the product as he sees £it. That is why the sphere

of commodity distribution in the USSR mostly includes ltems of
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personal consumption, consumer goods produced by the state enter~
prises and surplus collective products channeled into the trade

netvork.

Value, Fomms of Value, and the Law of Value Under Socialism

As long as @ socialilst society produces goods as commodities
it preserves the existence of value and forms of value while the
law of velue continues to operate within certain limits. The con-
version of labor into commodities means that these commodities cen
"paach the consumer and grant the right to the producer to get an-
other social product which has assumed thé shape of money, that is,
which has been appraised from a gqualitative and quantitative point
of view" (Lenin, V. I., Soch., Vol 1, pege 386). Through the medium
of such & social appraisal of value, the socially and economically
dissimilar expenditures of labor by the workers of the state In-
dustry and the collective farmers, embodled in their products, are
reduced to a quantitatively similar, abstract type of labor. Thus,
inasmuch as consumer goods in a socialist society are produced and
circulated as cammodities, the labor spent on their production rep~

resents the value of these commodities.

The value of a comnodity, according to Marxism, represents

materialized abstract humen lebor. That value is measured by the
smount of the minimum labor-time spent, that is, the working tinme
required for producing a certain emount of consumer value under
the existing socially normal conditions of production and at the
existing average level of skill and labor efficiency in a given

soclety.
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In the process of value production, the expenditure of the
social winimum of working time is divided into (1) past labor em-
bodied in the meens of production used to produce a commodity and

{2) current labor which is the producer of & new value.

The existence of value finds its reflection in the concrete
economic reality of a socialilst society in e number of forms. Among
such value forms sre price, cost, profit, turnover tax, interest on
credit, etc. Silnce commodity production under socialism is & pro-
duction of a special kind, it cannot but be conducive to & change
in the role of the law of value and ot the seme time in the role
of various value forms in & socialist economy, particularly in the

contents and form of prices.

First of all the fact that commodity production in the USSR
is kept within rigidly defined limits serves to restrict the sphere

of operation of the law of value as a law of commodity production.

In & bourgeois society with ite private ownership of the means
of production, competition, anarchy of production, and overproduc-
tion crises, the law of value plays the part of production regulator.
This is manifested in the fact that the changes in commodity prices
and the related changes in the prefit norms serve ag & stimulus for
the distribution of labor and the means of production among the
various branches of production. Under such circumstences "supply
and demend constantly detexrmine commodity prices. They never coin~
cide, but do so only accidentally. Production expenditures in turn
determine the fluctuations of supply and demand® (Arkhiv Marksse i

Engel'sa [Marx end Engels Archive/, Vol IV, 1935, page 49).

In a socialist society the law of value ceases to play the

paxrt of production ‘regulatcr.
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In a socialist socleiy, where there is no private ownership =
of the meens of production and where the purpose of public produc-
tion is the maximum satisfaction of the needs of the whole society,
the movement of commodity prices and the related movement of profit
normus cennot determine the distribution of labor and the means of
production emong the btranches of the national economy. The leading
organs of a socialist society secure the necessary proportions in
the distribution of labor and production means among the branches
of the national economy on the basis of the requirements of the law
of systematic, proportional development and in conformity with the

requirements of the fundamental economic law of socialism.

Within whst limits then does the law of value operate in a
socialist society? The sphere of operation of the law of value
extends first of all to commodity distribution apd commodity ex- -
change through the purchase-and-sale method. This is expressed
in the fact that the sphere of commodity distribution invelves
the existence of prices which are formed under the regulating ef-
fect, within certain limits, of course, of the law of value. The
functions of the law of value however are not restricted to the
sphere of commodity production alone. We also come across forms
of value (prices, costs, profit, turnover tax, and interest on
credit) in fields of socialist economy where goods are not produced
as commodities, for example, in the production of the means of pro-
duction. What are the economic circumstances that create the ob-
Jjective necessity of using velue and its forms for measuring the
amount of labor expended on the production of goods even vhen such

goods no longer represent commodities?
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The necesality of utilizing old forus for the censtruction
of a new social systew was exhsustively subs‘bantia‘sed in & number

of works oy V. 1. Lenin and I. V. Staline

The objective necessity of utilizing various foxms of value
and par‘bicularly prices within the state production sector of the
economy, in the movement of the meuns of producticx: smong state
enterprises, and for checking and Judging the activities of every
individual enterprise is bound up with the economic fact that the
existence of coumnedity produc 2o commedity circulation, with=-
in certain 1imits, cannot but indirectly affect soclalist produce
tion &8 8 wholse, ipcluding the production of the means of produc-
tion. This i® precisely why it becomes pecessary fox the state

production sector of the socialist economy L0 make use of the out-

ward form of comod i by -money relations in the interests of the

planned nanagenent of the enterprises znd the control over then.

Phe socislist method of production calls for strict conbrol
on the part of the society over the amount of labor and éonéumption
in every enterprise. The soclalist gociety egtaeblishes & direct
1nteydependence petween the resulte of esch worker's jabor. and
pis share of the total publlc consumption b¥ realizing the follow-
ing principle in the production apd distribution of goods:d "from
each according to his ability., to each according to his work."

The socialist principle of distributing goods in accordance with
the amount of snd quality of labor involved presupposes, first,
the use of the same measure to determine the smount of labor ex<
pended and the share of consumption and , second, the application
of this measure 28 & single social measuring unit to &ll enter-

prises and workers of the socialist society. Since in the social-

iat stege @ public accounting of labor expenditure cannot be measured
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by working tilme alone, it is necessary 10 measure

penditures in a round about, indirect method, through the medium
of value and its forms. This accounts for the existence in the
USSR, within certain limits, of commodity production and commodity

distribution.

Since the consumer goods required to remunerate the labor
used up in the process of production are produced and treated as
commodities, it follows that the shuare of each worker of the state
enterprises in the totel public consumption is expressed in the
form of money, in the form of wages. The existing objective ne-
cessity of establishing a direct interdependence beilwesn sach +
er's sh:re in the total public consuaption and the results of his
lsbor in a socialist society in turn presupposes that the results
of the work of individual workers and entire enterprises are also

measured in nmoney.

Thus a financial accounting of labor expenditure in the
sphere of production 1ls necessary, first, as a conditicn for de-
termining exchange relations manifested ih the sphere of distribu-
tion (remuneration of the full cost of consumer goods including
compensation for the consumed means of production) and, second, as
an instrument used by the state for controlling the expenditure
of materialized and actual labor of every enterprise, for stimu-
lating a reduction in such expenditures and for organizing a self-

supporting system of economic activities.

Prices in a Socialist Economy

The operation of the law of value in the USSR in the present

stage of socialist development is manifested in the form of prices

-23 -
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in the following filelds of the soclalist economy: (2) in the
sphere of consumer goods distribution; (b) in the movement of ag-
ricultural rav materials between the collective farms and the
state industry; and (c) in the movement of the weuns of production

among state enterpriges.

Due to the restriction of the sphere of commodity produc-
tion and commodity distribution, as well as the sphere of opera-
tion of the law of value, the role of the law of value in the
Tormation of prices is not the same In every sphere of socialist
econonmy listed above. In the sphere of consumer goods distribu-
tion, the law of value acie as a regulaior of prices on goods
(wvithin certain limits, of coursej more about those limits later),
while commodity production in the USSR under the exisbting 2 forms
of socialist ownership represents 2 different markets, an organized
market which handles vast quantities of goods made available by

the state at stable prices and an unorganized market.

First of all let us see how the regulsting function of
the law of value affects the formation of prices on goods distributed
through the organized market (state and cooperative trade). The
#oods distrivbuted through the state snd cooperative trade are sold
at prices fixed by the government itself. The govermment however

cannot arbitrarily determine the level of prices on goods.

The price level of goods distributed through the state end
cooperative trade is essentially determined by the distribution of
the combined national product and national income between surplus
accumulat;on and consumption and between the total share of public
consunption and the consumption share of the individual members of

a goclalist soclety. The Soviet state bases its price fixing on

-2 -
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the compensation for the public expenditure on the goods in question,

on the compensation for their value. The point under consideration

of course is the compensation for the cost of producing the goods
as a whole within the limits of the total quantity of commodities
distributed through state and cooperative trade, or the bagic com~
modity groups, but not the precise coincidence of the price end
value of every type of goods. As pointed out in the beginning of
the chepter, the very form of the price is based on the dissimi-~
iarity between the price and value of a particuler type of goods.
The Soviet state takes this peculiar feature of price form into
that

account and whenever necessary establishes prices on goods

sre different from their value.

The regulative influence of the lew of value cannot but af-
fect to a certain extent the value correlations between different
types of goods. Unlike the mesns of production; which are dis-
tributed directly among various enterprises, consumer goods are
acquired by the consumers (the collective farms and population)

4hrough the free purchase of eny consumer item. In view of the

jnterchangeability of many types of material goods, the effective

demand can, depending on the correlation between income and prices,
pe distributed in a variety of ways smong varlous groups of goeds.
From this it follows that, first, prices of consumer goods cannot
represent scme isolated entities but form a system of prices inter-
connected by certain correlations based on the relation of goods
to costs and, second, the establishment of prices on goods cannct

be realized without taking the effective demand for them into ac-~

count.
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typical of the capitalist

Spontaneous price fluctuations,

commodity economy, have been completely eliminated from the orgsn-

ized market as a result of the socislization of the means Of Pro-
duction in the towns and villages and the resultant emergence of

the law of systematic and proportional development of the national

economy. The anarchy of production peculisr to capitalist econouy
is manifested in the spontaneous and irreguler movement of market

prices which are constantly different from commodity values, co-

nly by way of exception. The law of value

s in this confused and chaotic situation of comodity prices

operate

only in the touch~and-go manner of the law of averages. The cyclic

recurrences of capitalist production £ind their expression in the

cyclic movement of commodity prices, rising prices during prosperity,

and sharp and swift drops during depression.

In contrast to capitalism, one of the characteristic features

of the economy of a socialist society is the planned establishment

of prices on goods distributed within the sphere of operations of

the organized market. The Soviet Govermment found it possible to
f£ix prices on goods following the nationalization of industry,
transportation, the land and the banks, the ligquidation of private
capitallst elements in the economy by socislizing the means of
production in industry and agriculture, the establishment of &
monopely on foreign trade, and the expansion of the sphere of op-

eration of the law of systematic proportional developuent.

The camodities produced by the state enterprises are placed
st the disposal of the Soviet state, the owner of these enterprises.
The Soviet state also concentrates in ite hands the major part gf

collective farm commodity production through government procurenents,
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contracts, and purchases as well as through the system of payments

in kind for work performed by machine-trector stations. Due to

the foreign trade moncpoly in the USSR, the imported as well as
locally produced commoditlies are channeled into the organized systen
of socialist commodity circulation. Thus vast quantities of com-
modities, representing by far the largest part of the country's

commodity circulation, is concentrated in the hands of the state. -

Inasmuch a&s the bulk of the means of production is under
tne direct ownership of the Soviet state snd used by
prises, and inssmich as the state acquires the bulk of the col-
lective farms' commodity output, the effective demand of the work-
ers, collective farmers, and intelligentsia is determined pri-
marily by their financial incoﬁe received from the state (wages
and salaries, farmers' incoume from the sale of asgricultural pro-

ducts to the state, pensions, stipends, etc).

All this makes it possible for the state to take into ac-
count the objective laws of commodity and curremcy circulation and
to establish the necessary conformity between the financial income
of the population and the supply of goods at gtate prices. Finally,
the determination of expenditures on state enterprises and the es-
tablishment of state prices on the agricultursl products flowing
to the state make it possible to plan the cost of producing end
distributing the goods flowing into the state and cocperative trade,

such plenning belng necessary for price fixing purposes.

Thus under cenditions of commodity circulation in & social-
1st society e new type of price comes into being, a price hitherto
unknown in history, & price fixed exclusively by the socialist

state, a stable price not subject to sponteneous fluctuations.

-27 -
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Up to now we have been discussing the nature of prices under
cepditions determining their formation within the sphere of the
organized market, state and cooperative trade. The existence of
2 forms of socialist ownership however l1s at present mapifested
also in the functioning of a collective farm market in addition to
the state and cooperative trade. Part of the collective farm sur-
plus is sold on that market. It is in that market also that the
collective market disposes of part of thelr income in kind acquired
from the materialized economy by way of the distribution of farm
produce according to workdays, as well as from their privete land
allotments. The prices on the collective farm market are not fixed
by the state but are adjusted by a mutual agreement between the
sellers and buyers. Hence the spontaneous characteristics of the
operation of the law of value oOn +this market are manifested in the
spontanecus fluctuations of prices according to the changing cor=-

relations between supply znd demand.

Thus the existence of 2 markets in the sphere of commodity
production of the USSR means the existence of 2 types of prices,
different from each other in the nature and process of formation
and also likely to differ in amount. The discrepancies between
the state prices and those of the collective farm market create
the possibility of a certain spontaneous redistribution of the
population's income through the medium of the collective farm
market. This possibility becomes a reality whenever a disparity
arises between the demand for and supply of certain food products.
That is why the range of differences between the stete prices of

foodstuffs and these of the collectize markel serves as an important
Ay -

indirect index of the situation of the state and cooperative trade

in foodstuffs in various districts of the USSR.
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The lack of direct planning of prices on goods circuleting
in the collective farm market however does not mesn that the func-
tion of the law of value as a price regulator in that trede is not
restricted at all. The pasic and decisive position in commodity
circulation i: held by the stete and cooperative trade. That is
why the prices on the collective farm market are pot isclated from
or independent of the stable planned prices at which the bulk of
the goods circulating in the country is sold. Making use of the
law of value, the Soviet state exerts an influence on the price
level of the collectlve farm market $ ing +the vest gquan-
tities of goods at 1its disposal at stable and progressively re-
ducea state prices. The growing production of goods, the concen-
tration of considerable foodstuff reserves in the hands of the
state, and the all-round development of state and cooperative com-
modity turnover are the decisive mesns by which the state exerts

an influence on the collective farm market and its prices.

The turncver of agriculbural raw materials between the col-
lective farms end the state industry is tied to the existing prices
at which such raw materials are s0ld to the government. What do
these prices represent? Do they exert any regulative influence on
the law of value as in the case of the prices charged by the col-
lective farms for thelr surpluses of consumer goods sold on the

collective farm market?

Unlike the surpluses of consumer goods, agricultural raw
materials are not sold by the collective farmers to_Jjust any cus-

tomer. They are delivered only to the state.

I, V. Stalin points out that "the influence of the law of

value on the price of agricultural rew materisls cannot in any way
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be of regulative nature. First, our prices on agricultural raw
materials are stable, fixed by & plen end not tfree.' Second, the
volume of agricultural raw material production is determined not
spontaneously nor by any accidental elements but by a pilen. Third,
the mesns of production required to produce ggricultural raw ma-
terials are not owned by any individuals Or groupe of individuals
but by the state. What happens then 1O the regulative role of the
law of value? It appears that the law of value itself is regulated
by the above facts which are peculiar To socialist production”

{Staiin, I. V., Exonomicheskiye problemy sializms v SSSR,. page

55).

But the law of value, not serving as a price regulator,
exerts an influence on the formation of prices on agricultural
raw materials end is one of the factors in that formation. The
terms under which the collective farms deliver their sgricultursl
raw materials to the state provide that the collective farms yield
their ownership of those products to the state while the stete
acquires such ownership of them. The prices received by the col-
iective farmers and paid by the state industry for such rew ma-
terials determine the collective farms' financial income from
that portion of their products on the one hand and the amount of

the expenditures and accumulation by state industry on the other.

Inasmuch as the turnover of the means of production within
the country is not conpected with actusl purchase~and-sale rela-

tions, the prices in the field of production of +he means of pPro-

duction do not perform the functions of distributing the national

product and +the national income among the production sectors of

the socialis‘b econony or between accumulation and consumption.
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Here the price changes are manifested only in the relations withe
in the state econamy (shrinking profits of some branches znd re-
duced expenditures of others; lower deductions from profits in
favor of the state budget on the one hand end reduced expendi-
tures of the state budget on the other) and do not bring about

any redistribution of the natlonal income between accunulated sur-
plus a2nd consumption or between the state and collective farm sec-

tors of the national economy. With each successive reduction in

the prices of the means of productior in industry the accounts

budget end the
without loss or gain for the state budget. The only exception is
losses sustained from the reduction of prices on horse-drawn agri-

culbural machinery and animal husbandry equipmeﬁt s0ld to the col-

lective farms at wholesale prices plus a ccaumercial charge.

Since the major part of surplus accumulations in the so-
cislist society is concentrated in the bhands of the Soviet state
and distributed by 1t according to the needs of the whole society,
the scale and tempos of reproduction at enterprises and branches
of industry are not determined by the price level of the means of
production. The function of prices on means of production, not
taking foreign trade into account, is reduced to the role of an
economic instrument for calculations and camputations, for deter-
mining the profits and losces of enterprises, for checking and

cantrolling them.

Thus the lew of value does not play the part of a regulator
in the formetion of prices on means of production. But this does
not mean that the law of value has nothing to do with the forma-

tion of those prices or that it is possible in the processes of
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price formation to leave the operation of the law of value out of
account altogether. The reason the prices of means of production
can be used for checking and controlling enterprises, for calcula~
tions, end account settlements is that those prices are not fixed
arbitrarily but are based op considerations of the amount of past
and current labor expended and they ere reckoned in financial or
walue terms. The prices on the means of production are based on
the expenditures of the state industry involved in the producticn
of goods. In this connection account iz taken not of the expendi-
tures of individual enterprises put of the necessary expenditures
of the entire branch of industry. It is also obvious that although
the conformity of the effective demand with the supply of goods has
no relation to the formation of prices on the means of preoduction,
the determination of such prices cannot fail to teke account of

the necessity of securing the proper correlation of values between

various types of industrial goods. As will be seen later the ne-

cesaity of planning correlation values among various types of in-

dustrial goods involves the ubilization of prices as & method of
economic accounting and &s an additional stimulant for expanding

production and reducing costs.

Thus the new econonic conditions created in the USSR as a

result of the socialigzation of the means of production both in

the cities and in the villages restricted the sphere of operation
of the law of value and changed the meaning of price and its role
in the economy as well as the nature of the price movement. The
restriction of the operation of the law of velue in the USSR's so-
ciaiist society first of all served to eliminate the all-embracing
universel nsture of prices pecullar to capitalism. The liguidation

of the exploitation of hired lebor by capital was followed by the
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elinmination of the category of value and price of labor. vages

in the USSR do not represent any relations in the purchase-and-

gale of labor pover. They represent in terms of money the share
of the worker employed 1n & particular government enterprise or

ingtitution received by him from the total public consumption

fund in accordance with his quentity and quality of work.

Following itse nationalization the land also ceased to be
the object of purchaseoand-sale and an end was put to the irra-
tional forms of land prices. The movement of the basic funds with-
in the stabe cconomy is not connected with commodity and financial

relations. The transfer of basic funds by one econcomic orgeniza=

tion to another does not involve any financial accounting between

them. Such concepts a8 the price of a plant, & wine, or & rajil-
road do not exist in & socialist econcmy. Existing in the USSR
is a very broad sphere of social and cultural services offered
by the state free of charge to the mexbers of the socialist so-
ciety. Nor does the concept of prices apply in this sphere of

services.

In the ecomomic circuletion of the major part of public
goods the law of value no longer functions as a price regulator.
Thus the means Of production manufactured by stete enterprises are
beyond the operational 1imits-of the law of value since they can-
not in any way be classified as & commodity. The prices on the
means of production iost their functions peculiar to conditions
of commodity circulation end acquired new functions conforming to
the requirements of the development of the all-people's (state)
form of socialist production. These reguirements of the develop-
pent of an all-pecple’s (state) form of socialist production con-

sist of the necessity of public control over the operations and
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expenditures of the different enterprises. The price, then,
serves as & necessary and expedient {nstrument with which the so-~
cislist soclety can exercise that control under conditions when a
more direct measurement of the expenditure of labor pover is ime-

possible.

The utilization of prices for checking and controlling the
work of an enterprise is menifested in the fact that the scope of
productive activities of certain enterprises is measured indirectly,
in terms of the finencial income reallzed from the goods produced
at fixed state prices., The enterprises' costs of the production
of goods are also computed on the basis of the prevailing state
prices on the material elements of production. Since the assess-
ment of the resulis of an enterprise's economic operations, deter-
mining the meterisl stimulatiom of an enterprigse and its workers,
is wode on the basis of & comparison between the financisl incone
and outgo of an enterprise, it becomes possible to utilize prices
as an additional stimulant for increased production and reduced

costs.

As a result of the socialization of the means of produc-
tion both in the cities and in the villages, the law of value has
even lost 1ts significance as & price regulator of agricultural
rew material, even though it 1s still one of the factors in the -
formation of those prices. Since the flow of agricultural raw
materials between the collective farms and the state industry is
connected with the distribution of the national product and the
national income among the productive sectors of the socimslist so-
ciety, the procurement prices on agricultural raw materials largely

gerve to determine the incomes of the collective farms and farmers
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on the one hand and the surplus accumulation of the state industry
on the other. In view of this the procurement prices act as an
important stimulant for the expansion of production of agricul- -
tural raw materials in conformity with the state-planned harvest

yields snd efficiency of agricultural production.

In the sphere of camodity circulation the law of value re-~
tains its function as price regulator. But since this regulative
influence of the law of value is substantially restricted by the g
socialization of the means of productiorn and the planned manage- ‘
ment of the economy, there is no "free" interplay of prices under »
S

socialism even in the case of consumer goods circulating on the

organized market.

The planned fixing of prices on consumer goods serves 1o
change the system of retail prices along with the wage system into
an instrument for planning the distribution of the country's na-
tional income into surplus accumulation and consumption, as well
as the distribution of the total consumption among the working

class, peasantry, and intelligentsia,

The correlation vetween the prices of services and goods
acquired by the working class and intelligentsis and the financial
compensation for their work determines the level of real wages.
The correlation of the prices on goods produced by the state in-
dustry on the one hand and the procurement and purchasging prices
on agricultural products on the other is an important index of

the collective farmers' resl incame as is their income in kind.

The reteil price level is very closely tied to the purchas-

ing power of the ruble and the capacity of the home market. The
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lower the price level and the higher the purchasing power of the
ruble, the greater the effective demand for goods and the wider

the capacity of the home market. The fact thet the USSR's enter-
prises cannot do without taking into account the operation of the
law of velue and without utilizing the forms of value necessitates
large scale national economic planning with the silmuiltaneous use
of material criteries of value indexes based on the prevailing price
gsystem, Value criteria are used to determine the scope, develop-
ment tempo, as well as the structure of public production, the
volume and rate of growth of the gross and commodity output of the
various branches of the national economy, the interrelation between
the production of the means of prodﬁction and the production of
consumer goods, and the development ratio of the allied and inter-
connected branches of production. All the synthetic problems of
the national economic plan, the planning of the total national
product, the planning of the national income and its distribution
between surplus accumulation and consumption, the planning of capi-
tal work, the planning of production costs and circulation, the
planning of commodity turnover, and the financial program of the

plan, are bound up with the utilization of value indexes.

One of the most important tasks of the USSR's economic ac~
tivity in the present stage of development of the Soviet state-is
the mastery of the law of value, the ability to teke into account
its requirements in the field of economic activity, and the ability
to implement a correct pr;;e policy. That is why the study of the
existing price systém, its all~round improvement, and skillful ap-
plication are the urgent tasks of the USSR'e economic and planning

cadresa.
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Soviet Price Policy

An understanding of the operation of the law of value in dif-
ferent fields of the Soviet economy facilitates its practical ap-
plication in the USSR's economic construction to further the in-

terests of the socialist system.

I. V. Stalin's remark to the effect that the USSR's economic
managers and planners with few exceptions are not sufficiently fa-
miliar with the operation of the law of value and are not studying
it well or making use of it in their work applies particular’ly to
their inadequate understanding of +he benefits for the USSR's eco-
nomic construction deriveble from the skillful handling of the
price lever. ~nd prices are smong the most importent instrunents

of the econcmic policy of the Soviet state.

The economic policy in a socialist state is based on the
conscious application and wtilization of the objective laws of

economic development in the imterests of the whole society. The

entire economic and organizational activity of the Soviet state,

its economic plans, and their practical realization rest on the
solid foundation of understanding the law of economlc development,
the ability to use them with full confidence and to utilize their

operation in the intereste of socliety.

The party apd the goviet Govermment, packed by the under-
standing of the laws of socislism and utilizing them in the in-
terests of the whole gsociety, organize the nationel effort on a
state-wide scale to conform with the requirements of the develap-
ment of the socialist society toward communism. Therein lies the
sources of the powerful vitality end invincibility of the economic

policy of the Communist Party and the Soviet state.
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The law of the systemstic development of the national econ-
omy, which means &lso the planning of the national economy, & more
or less true reflection of that law, can produce the desired ef -
fect only when the solution of the problem &t hend calls for the
planned development of the national economy. That problem 1s con-
tained in the busic economic law of socialism. Reflecting the law
of systematic proportional development of the natilonal econouay,
planning must conform in every way +o the requirements of the basic

econouic law of socialism.

T¢ be successful the Soviet price policy must conform in
every way to the requirements of the basic economic law of social-
igm. That means that it must serve the interests of satisfying the
constantly growing demands of the socialist society as the ultimate
purpose of socialist construction and further the interests of the
steady growth and perfection of socialist production which is &

means to that end.

The basic line and level of the Soviet price policy is

systematic price reduction. This policy of reducing prices,

ateadily implemented by the Soviet state, is the exact oppoesite
of the prasctice of price hiking end increasing living costs which

is characteristic of modern cepitalism.

As is known, capitallsm in the lasgt, imperialist stage of
its development means mOnOPOly capitalism, the domination of cepi-

talist monopolles.

One of the specific instruments used by the capitalist
monopolies to gein meximum profits are inflsted prices on monepo-

lized commodities.
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Monopoly oppression and the rising living costs related to
it bring in thelr wake an unprecedented deterioration of the living
standard of the broad messes of the people, the ruination and in-
poverishment of the population of each country. Unable to cub
nominal wages 1n the face of decisive resistance on the part of
organized labor, the capitalist monopolies implement through the
medium of their respective bourgeois governmente a policy of in-
flation as & tested method of reducing the real wages of the work-
ing class. The difference between the inflated costs of living
apd she nominel wage ievel, which is inadequate to compensate for
the cost of labor power reproduction is one of the sources sf the
enrichment of the monopolies. Following are the aversge wages in
percentage texms of the 1iving minimum after World War II. In the
us (1950) T2%, in Western Germany (1949) 63%, in Italy (1951) 50%,

and in Jepan (1951) 30k-

The oppresaion of the monopolies in a nodern bourgeois gtate

is pax'bicularly menifested in the practice of forcing the small

commodity producers to sell their agri.cultural raw weterials, food=-

stuffs, and other commodi‘bieé 4o the monopolies at exceptionally
low prices. The difference between the low prices at which the
faymers aend peasanis are forced to sell the products of their labor
and the ultimate prices charged by the monopollies for those products
or for processing them into consumer goods is pocketed by the mo-

nopolies and becomes & source of their growing profits.

Even according to the deliberately faleified figures of the
US Department of Agriculture, the pfarmers' share of the 58 food
products consuned annuslly by the average American worker's faxily

was reduced from 53% to 40% in the 25 years before World War I
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{(1913-1938). After the end of vorld War II the process of redis-

tributing the farmers' lncome in favor of the monopolies throvgh
the medium of prices has been still further accelerated. Thus ac-
cording to official statigtics the index of retall potato prices
in the US in 1949 was 241.1 as compared to the retail price level
of 1935-1939 (taken as 100). The index of farm prices during the
same perioé went up to only 1685.1. Between 1947 and 1950 the
price of wheat in the US according to official figures was reduced

by 15% while the retail price of white bread was increased by 14%

The decreasing share of the emall commodity producer in
the ultimate price of his goods is accompanied by a widening gap
("scissors") petween the price level of the goods so0ld by the small

producers and the goods purchased by them.

Another source of enriching the monopolies is the forcible
redistribution of part of the wealth creeted by the workers of the
colonies and dependent countries through the imposition of low
prices on their raw materials and high prices on the monopolized
cammodities. Typical of the period of monopoly capltalism is the
constantly widening gap between the prices on industrial and co-
lonial goods on the markets of the parent states &s well as between
the prices of imported end exported goods on +the markets of the
colonies. Characteristic of the period following World War II is
the systematic plundering, particularly by American monopolies, of
the peoples of other capitelist countries tragped by them into
bondege by way of imposing on +hose peoples excessively highly
priced American goods and reduced prices on the rew materials and

semimanufactures exported from those countries.
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The movement of prices on monopolized conmedities in the
pericda of ijmperialism comes under the influence of the actual power
of the monopolies on the particular merket., In the predaceous im-
perialist strive +c establish the highest possible prices on the
markets dominated by theu and on markets where domination is yet
to be achieved, the monopolies do nob hegitate in certain cases
$o resort to such aggressive wethods a8 dumming, that is, temporary

sales at give-away prices below the actusl producticn costs. High

monopoly prices on the home market, on the markets of the dependent

veries slready daminated, as well as dumping with 2 view to
congquering new mnarkets are characteristic features of moncpoly

capitalisum.

An active part in the realization of the monopolistic policy
of inflating prices is played by the bourgeois government, the

weapon of the biggest monopolies.

The provocation of wars, stimulation of armements, and mili-
tarization of the economy serve as a weapon which is used by the
ruling monopolies in the US and other capitelist countries and the
governuents gsubordinated to them %o artificially inflate the demand
on the home merket thereby contributing to the growth of commodity
prices. And the financing of war orders at excessively high prices
is carried out with taxes paid by the working masses. The monstrous
method of utilizing the tax system as an jnstrument of redistribut-
ing the national income of the capitalist countries in favor of
the finencial oligerchy on an waprecedented scale has been one of
the characteristic features of monopely capitalisnm during World

War II and particularly in the postwar period.
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The growvth of the mopopolies and their domination of the
econany of the bourgeols countries intensifies the contradictions
of capitalist production, especially in the present stage of the
genersl criasis of capitalism. The fundasental contradicition be-
tween the social cheracter of production and the private, capi-
talist wmethod of benefiting by its resulis, inherent in capitalism,
is perticularly manifested in the conflict between the eiforts of
the capitzlists to increase the quantity of commodities they can
dispose of &t the highest possible prices and the limitations of
the effective demand of the working people which continues to
shrink. The domination of the monopolies is conduclve Lo an un-
precedented intensiiication of that contradiction. The inflztion
of prices by capitalist nmonopolies vhich shsypens the comflict bhe~
tween production and consumption is the most powerful factor in
bringing about the crisis of overproduction and aggraveting its

structive consequences.

Incapable of averting a general slump in prices in times

crises, the capitalist nonopolies are bending all their efforts
weaken the effect of the crisis on monopoly commodities. Stub-
bornly resisting any reduction in the prices of these goods, they
hamper the reabsorption of the accumulated cormodities thereby
naking the solution of the crisis still more difficult and the lot

of the working people still harder.

"Present-day capitalism, unlike the old cepitalism, is a
monopolistic capitalism, and this predetermines the ineviteblity —
of the struggle of capitalist associstions for the preservaiion of
high monopoly prices of commodities regardless of overproduction.
It is clear that such a situatiou, meking the crisis still more
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agonizing and destructive for the people who are the wmajor con-
sumers of goods, cennot but prolong the crisis and hinder its

solution” (Stalin, I. V., Soch., Vol 12, page 246).

While price inflation and rising living costs sre character-
istic features of modern moncpoly capitalism, the systemati
tion of prices is & characteristic feature of the development of

the socialist economy.

The Communist Party has invariably oriented the industry

and trade Ltoward the practice oF price regquchion in every stage

of development of the Soviet state.

In the first phesse of the Soviet state, +he price reduction
policy reflected the basic tagk of the state, from the point of
view of internal conditions of developmen?®, which consisted in
guppressing the resistance of the overthrowvn explolter classes,
restoring and developing industry and sgriculture, and preparing

the conditions for the liquidation of the capitalist elemenis.

The movement of prices during that phase of the development
of the Soviet state was directed towsrd the restriction and elimina-
tion of the capitalist elements, the protection and systematic in-
cresse of the share of the working class and working peasantry in
the national income, the consolidation of the worker-peasant al-
liance, and the accumulation of surpluses to secure & rapid rate

of development of socialist industry.

At a time when agriculture consisted of & vast mass of small
and tiny peasant households an important feature of the government's
efforts toward the development of agriculture wexre indirect methods

of regulating it. The_cotmections petween the state industry and
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the individual peasent farmsteads were maintained through the rpedium
of the market. Private capital played an important intermediary

part on that market in the first period of the new economic policy.

The struggle for government leadership over peasant agri-
calture, for the restriction and elimination of the capitalist ele-
ments, and for the predominance of socialist elements over the na-
tional economy called for the seizure of the merket. This implied
first of all the possession of the price mechanism. This is why
the Thirteenth Congress of the RKP (o) Lﬁessiysk_aya Komzmunisti-
cheskaya Partiya {vol'shevikov) ~- Russian Communist Party {(ool-
sheviks)/ pointed out that "the extent of the government's in-
fluence on market price regulation is & airect indication of the

extent of the Soviet Government's leading role on the market."

Concentrating the socialist industry commodities in ite hands,
backed by the foreign trade monopoly &and using its position of 2
monopolistic purveyor and exporter of agricultural products, the
Soviet state countered the spontenecus activities of the merket
brought about by private capital with a planned Soviet price pol-

icy implemented in <he interests of sociallism.

All the economic and consequentiy also the political prob-
lems of that time were in one way or another tied to the problem
of prices. The question of "who will win" was closely connected
with the gquestion of who was in contrel of the price mechanism and

in whose interests it wese operating.

The resolution of the February Plenunm of the TsK VKP{b)

[Teentral'nyy Komitet, Vsesoyuznaye Kemmunisticheskays Partiya

(bol'shevikov) == Central Committee of the All-Union Communist
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Party (bolsheviks)/, 1927 pointed out that "all the basic economic
and consequently also political problens of the Soviet state are
interwoven in the price problem. The problem Of establishing propexr
nutual relations petween the peasantry and the working class, the
problem of insuring the interconnection and interdependence of
agriculture and industry, the problems of distributing the national
income and the related tasks of industrializing the USSR and the
economic and political strengthening of the working class, the
problems of securing resl wages and strengthening the 10-ruble
pill, and,; finally, the gystematic consolidation of the socialist
elements of our economy and the further restriction of the private
capitalis® elements of the pational economy were 21l based on the

problen of prices” vk (o) v resolyutsiyakb i resheniyakh s"ezdov,

Konferentsiy i plenumioy TsK Lﬁesoluticms and Decisions of the
Congresses, Conferences and Plenums of the TsK VKP(b)], Part II,

1940, page 159).

Private capital and its defenders frow the camp of contemptible
Trotskyite restorers of capitalism demanded a free interplay of
prices on the market and attempted to impose OD 4he USSR a capi-~
talist policy of high prices on industrial éoeds and low, falling
prices on agricultural products with a view to channeling the sur-
pluses into the private capitalist sector, reducing the workers'

wages and the peasants' lncome and undermining the industrializa-~

tion of the USSR and theé worker-peasant alllance. Opposing that

sntisocial policy which was inspired by monopoly capitel from the
cutside, the communist Party and the Soviet Government staunchly
defelldéd and consistently implemented the reduction of prices on
sndustrial goods and the stabilization of prices on agricultural

pi'oducts .
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“One of the basic conditions for strengthening our posi-

tions against private capi'hal," the decisions of the Thirteenth

Congress of the RKP(b) pointed out, "was the price policy. Con-

roting in its nands the hulk of the pr

lages, the Soviet Government aust bring ebout & situation whereby

could sell cheaper ‘than

cent: oducts used by the vil-

the state organizations and cooperativee

the privete merchant” (VKE(o) v rezolyutsiyakh 1 resheniyaxh s"ezdov,

Konferentsiy i plenumov Tk, Part 1, 1940, page 551 )

Guided systematically by that policy, the Soviet state solved

the concrete problens of prices in the period of transition from

capitelism to socialisi.

The point at issue was Lo frustrate the attempts of private

capital to use the price mechanism for purposes of self -enrichment

at the expense of +he working class and the working peasantyy, at

the expense of the socialist state. The purpose wWas to eliminate
{he capitelist elements fros the sphere of producition and circula-

tion of money.

Tt iz common knowledge that by taking advantage of the state

industry's snability to meet the growing demand for goeds in 1923

the private merchants and private merchant elements who at the

time carried wuch weight in the trading apparatus succeeded Iin im-

posing excessively high prices on industrial commodities.

This practice of inflating industrial prices which resulted

in trede interruption and & crisis in the marketing of industrial

goods, in the fluctuation and decrease of the ruble value which

nindered the improvement of the workers® and peasants’ ©

onditions

and the development of industry, wes carried on a8l the directvives
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of hostile Trotskyite elements who were active in a pumber of
brenches of industry and trade at that time. The privete nerchant,
Trotekyite policy of raising the prices on industrial commodities
was c;ountered by the party's policy of systematically reducing
wholesale and retail prices which was one of the decisive condi-
tions for a rapid expansion of socialiet industry and & means of
overcoming the crisis in the marketing of goods and bringing about
a victory of the sociallst elements over the capitalist elements

in industry end trade.

The problem of liguidating the so-called wholesale-retall

disparity wes Jjust as successfully solved in the Tirst period of

the new economic policy. The emergence and uvrgency of that prob-

lem were connected with the etill existing low jevel of industry
during that period and the Soviet Govermment's insufficient control

of the trade levers in the first stage of the new economic POLicy .

The bulk of the mass consumption goods (yard goocds, kero-
sene, salt, matches, etc) was at that time in the hands of the
state industry and its merketing apparatus. But in the retail
trade, private capital played an important part. These conditions
produced a very wide gap between wholesale and retail prices un-
Justified by the distribution cosis. Taking advantage of the com=-
modity shortage, private merchants increased their markup on whole-
gale prices. Such increases by the private merclfants were 88 8
rule more than double the markups in state trade. The private
merchant elements who infiltrated tl}e censumer cooperatives at-
tempted to direct the cooperative trade along the same path. The
cooperative retail markups were on the average considerably higher

than those in state trade. As a result the price reduction
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consistently implemented by the stete industry did not reach the

consumer bub contributed to the accumulation of additional surpluses

in the trade network particularly among private merchante.

It was necessary to eliminate the gsp between wholesale and
retail prices through the medivm of retail price reduction and to
eliminate the private merchant from trade through the fixing of

lower retail prices.

Inasmuch as private capital still played a congiderable part
in retail trade, a direc 3 .ion of prices for all types
of trade in that period could be realized only in the case of a
1imited group of commodities which actually ceue under government

monopoly.

The TsK RKP(b) pointed out in its decigion “on domestic
and cooperative trade” adopted in 1924 that "the standardization
of retail prices must extend to private trade in cases where the
state organs can insure a plentiful supply for the market of cer-
tain commodities under actual state monopoly, such as kerosene,
salt, metches, etc. And the egtablishment of price ceilings for
private trade should be reslized in districts where the local co-
operative apparatus and state retail outlets are fully cepable of

organizing such retail trade."”

Under such conditions, the emergence of organized state and
cooperative trade on the mark_et became of decisive importance and
exerted an econamic influence on private capitel in trade. The
Soviet state set maximum 1imits to the merkups in gtate and cooOp~

erstive retail trade.
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In regard to the cammodities whose production was controlled
by the state industry, the government was able to dictate to privaete
capital ceiling markups on retail goods under sgreenents concluded
petween them. The problem of 1liquidatiog the excessive gap between
wholesale and retall prices, not justified by distribution expendi-~
tures, was thereby successfully solved. <The establishment of whole-
sale prices oOn +he commodities of state enterprises and the control
over trade merkups creasted the necessary conditions for planning
the extent and scope oF retail price reductions. As the result of
the consistent ijmplementation of the poiicy of =¥
ductions the problem of selling goods cheaper than the private
merchant, posed by the Thirteenth Party Cenference pefore the state
and cooperative trade, Was successfully solved. In 1923-1924 the
price level in the gtate and cooperative trede was only 3% lower
than in privete trade, but in 1927 -1628 the state orgenizations
and cooperatvives sold their goods 33% cheaper then the private

merchants.

If during the restoration of +he national economy and its
reconstruction on the basis of industrialigation the question of
reducing prices on industrial goods was of particular importence,
then during the development of the collectivization of agriculture
the problem of price reduction in industry was eccompanied by &

desperate class struggle around the prices on agricultural products.

Particularly pronounced at that time was the lagging of the USSR's

agriculture pehind the repldly expanding gsocislist industry, which
stressed the impossibility of "accelerating the tempo of the USSR's
gocialist industry under conditlons of & small peasant type of ag~

riculture incapable of expanding reproduction while comprising the
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mejor force of the USSR's national economy" (Stalin, I. V., Soch.,
Vol 12, page 145).

The kulak peasantry still existing in the country at that

time tried to take advantage of the grain and raw pateriel diffi-

culties to bolstexr their own positions and frustrate the sociallst

drive in the villages conducted by'the party. The kulak peasantry

refused to turn over their grain and agricultural meterials to the
gtate demanding the abolitlion of the stable government purchasing
prices on grain and agricultural raw
a policy of tpree” formation of market priées on the basis of supply

and demand.

Acting as zealous defenders of kulak interests were the

Bukharinite capitulators and restorers of capitalism. Under cover

of false slogans of "hormalizing” the market, they demanded the
establishment of full freedam of trade, a free interplay of prices
on the market, the abolition of the government 's regulatbive role

on the merket, and the liquidetion of the Soviet price polilcy.

The party exposed the real meening of this entisociasl policy

of the agents of the xulaks and foreign capltal.

In his speech at the April Plenum of the TsK VKP(b) in 1929,

I. V. Stalin showed the exceptional dangers to the future of the
dictatorship of the working class and its foundation, the worker-
peasent alliance, inherent in the policy of increasing prices on
bread and agricultural raw materials imposed by the kulak peasantry.
Bearing in mind the difficulties in supplying the cities with food-
gtuffs, I. V. Stalin pointed out that nonce we take the path of in-
creaging prices on bread, we shell continue coasting downhill with-
out any gusrantee of ever getting & sufficient amount of grein.”
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But th.a% is not all. The question of procurement prices on
bread cannot be considered as something isolated from the entire
price system in the QSSR. Hed the Communist Party and the Soviet
Government adopted a course of increasing the procurenent prices
of bread, they would also have had to increase the prices on ag-
ricgltural raw material without which it would have been impos-
sivle to maintain & proper correlation between the production of
food and technical cultures. Furthermore by raising prccuremen'b
prices on grain it would have been impossible tO naintain the re-
tail price level on bread in the cities. That in burp would have
led to rising wvages and consequently increased costs of goods and

higher prices of industrial cormodities.

It is clear that the party could not teke that disastrous

course.

The party broke the resistance of the kulak peasantry and
maintained stable prices on grain and other agricultural products.
The party intreduced a new form of commodity circulation between
the cities and villages snd between the state and the peasantrye.
Tt consisted in the sale of grain and other agricultural products
to the government by the peasantry under special agreements Pro-
viding for mutual (contrac‘bual) obligations. guch contracts,

pased as they were on the strict adherence to the price level and

on the enormous economic &id rendered to the peasentry bY the

" gtate, played amn important part in consolideting the union between
the city end the working pessantry in the struggle against the

kuleks and their agents.

With a view to gsecuring & steble supply for the cities and

villages the Soviet Government also introduced the temporary
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rationing of foodstuffs and industrial goods in the cities at
fixed retail ration prices early in 1929. Consequently when the
ration card system was sabolished a system of unified retail prices

under conditions of open trade in all goods was introduced.

In the second phase of the development of the Soviet state
when the socialization of the basic means of production and the
liquidation of the exploiter classes were accompanied by the aboli-
tion of the role of prices as an instrument of restricting the ex-
ploiter classes and eliminating them from the econony, an instru-

ment of redistrivuting their incomes in favor of the working class,

the working peasantry and the Soviet state, the utilization of

prices for the maximum satisfaction of the material and cultural
needs of the Soviet people, and the steady growth and perfection

of socialist production acquired a decisive importance.

The party's decisions on prices invariably point out that
the reduction in the cost of industrial goods and in the prices
of industrial commodities represent not a temporary measure intro-
duced by the exigencies of any particular period but a basic line

of industrial development.

In his speech to the Fifth All-Union Conference of the
VILKSM ﬁsesoyuznyy Leninskiy Kommunistickeskiy Soyuz Molodekhl --
All-Union lenin's Young Communist League/, I. V. Stalin pointed
out that there were at least 4 basic reasons determining the ob-

Jective necessity end efficacy of such a line.

The first reason is that we need the type of industry that
could make gigantic forward gtrides and promote a corresponding

development of agriculture. Such an industry cannet be based on
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high prices since it would inevitably degenerate into a hot house,

devitalized plant.

The second reason is that socialist industry 1s based on
the intermal }mafket. The USSR's industry develaps and strengthens
in keeping with the development and expansion of its internal war-
ket. The capacity of the USSR's internal market is determined
among other things by the systemastic reduction in prices on in-

dustrial goods.

The third resscn corsists in the fact that the reduction
of prices of industrial goods makes possible an increase in the
real wages of the working class. In addition to reducing the
workers' expenditures for such goods, the reduction of prices on
industrial goode is of great importance for insuring the stability
of prices on agricultural products acquired by the state from the

peasentry and consumed chiefly by the city population.

Under the conditions of the collective farm market a re-
duction in prices on industrial goods produces a corresponding
reduction in market prices on egricultursl products and contributes

to a further increase in the wages of the working class.

The fourth reasen is that the reduction of prices on in-
dustrial goods, with purchasing prices on agricultural products
remaining stable, is an important condition for the consistent in-
crease of the real incame of the peasantry, for raising its living
standard, and the further strengthening of the worker-pessant al-

liance.

A reduction of prices of course calls for the creatiom of

the necesssry material prerequisites and cannot come into being of
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its own accord. It presupposes & systemabic increase in labor
productivity and a reduction in costs as a necessary condition.
Without it a reduction in prices could undermine the sources of

surplus accumulation by socialist industry.

"Since sccumulation within the industry is one of the most
important sources of the rate of the country's industrialization,
es provided for by the party, efforts must be made to achieve a
reduction in costs so as to prevent the reduction in selling
prices from decresasing the indmstrial accumulation. The reduction
in selling prices must stimulate the industrial enterprises o
greater achievements in the field of cost reduction” (VKR(b) v

rezolyutsiyakh i reshoniyakh sezdov, Konferentsiy, i plenumov
TsK, Part II, 1940, page 161).

Bearing in mind the objective regularities of the develop~
ment of socialist economy in the realization of their economic
policy, the Communist Party and the Soviet Govermment direct the
development of Soviet industry along the course of systemsatic price
reduction. Following the abolition of the ration card system in
1935 the Soviet Govermment 1ntroduced 2 price reductions on in-

dustriel goods (in 1935 and 1937).

During the Great Fatherland Wer the Soviet Government se-
cured the complete stability of retail prices on all rationed goods
and wholesele prices in industry. At the same time it reduced the
prices on wartime goods by many tens of billions of rubles. The
Soviet state was the only one of all the fighting countries where
wholesale prices not only were not increased but were systematical-

ly reduced on the basis of reducing the cost of goods.
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After the end of the Great Fatherland War, as soO0n as the
postvwar economic reconstruction was completed, the Soviet Govern-
ment begen to introduce large scale reductions in »retail and whole-
gale prices on goods produced by the state industry. Between 1947
and 1953 the party and the government introduced consecutively 6
reductions in state retail prices which vere accompanied by cor-
responding price reductions on the coilective markets. These re«
ductions meant a2 gain for the population of hundreds of billions
of rubles snd a sharp improvement in their material welfare. Re=-
duced also in 195G were the wholesale prices On neavy indusiyy
conmodities and freight rates. A new and considerable reduction

in wholesale prices and freight rates has been in force since

1 January 1952.

The ability of the Sovie*b' gtate to introduce considerable
price reductions simultaneously with the realization of a majestic
program Of restoration and further development of the socialis®
economy provide a striking confirmation of the great vitality of
the socialist system and its great superiority to the capitalist

gystem.

The Soviet state is able to systematically reduce prices

because of the followinge.

Socialist ownership and the sacialist system of pationalist
economy on which it is based make possible a growth of lsbor pro-
ductivity and reduction of production costs unthinkable under

capitelism.

The development of preduction in a socialist society is

subordinated to the maximum setisfaction of the constantly growing

material and cultural demands of the entire society.
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The Soviet Union is carrying out a consistently peaceful
policy and is ngt squandering enormous funds of money on the armae-
ment race and preparation for a new war as is done in the bourgeois

countries.

The Comxunist Party and the Soviet Govermment are constantly
solicitous about satisfying the growing material and cultural de~-

mands of the working people. The concern for the welfare of the

Soviet men and the prosperity of all the Soviet people is the law

of our party. The continuous systematic reduction in prices on
consumer goods and increase in the real wages Of workers and em-
ployees and in peasants' incomes are an integral part of the eco-

nomic policy of the Communist Party and the Soviet Govermment.

The Soviet policy of consistent and systematic price reduc-
tions reflects the essential requirements of the basic economic law

of socialism and is motivated by thein.

The implementation of this policy meets the purpose of so-
cialist production, a purpose inherent in the basic economic law
of socialism and consisting in the maximum satisfaction of the ma-
terial and cultural demands of the whole society, since the reduc-
tion of prices on consumer goods is the basic method of raising of
the material and cultural level of the members of the sociaiist

society.

The implementation of this policy is in keeping with the
means for achieving the purpose inherent in the basic economic
law of socialism, and that is the uninterrupted growth and per-
fection of socialist production on the basis of advanced tech-
nology, since {a) a reduction of prices comtributes to the expan-

sion of the domestic market for state industry goods and thereby

- 56 =

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



Saitized Copy Approved for Release 2010/08/30 : CIA»RDP81-O1043R00070017005-7 ‘
| .y * .

also to the steedy development and strengthening of the USSR's
industry, and (b) a reduction of prices can be realized only through
a systematic reduction of production costs which is based on the
introduction of the latest machinery, the improvement of produc-
tion, labor organization, and the methods end forms of economic

nanagenent.

What is the meaning of the implementation of a price reduce
+tion policy by meking 1t conform in every way with the require-

ments of the basic economic law of socialiam?

It means first that the operations of the S_oviet enter-
prises are to be menaged in such a way as to constantly create
the material prerequisites for price reductions in every sector

of the socialist economy.

The material basis for a price reduction is the saving of
current and past labor spent on the production of goods which in
terms of money means a reduction in the production expenditures
of the socialist enterprises and an increase in their net income
(profit) which is a source of both accunulation and necessary re-
serve for price reduction. The socialist method of economizing
current and past labor in the national economy is the regime of
econamy. “"The economic regime as a method of socialist econcmic

management played a great part in the industrializetion of the USSR.

Now that & new powerful upswing of the national economy is under-

way in the USSR and is accompanied by a systemetic reduction in
the prices of consumer goods, the ecanomic regime is assuming
still greater importance" (Malenkov, G., Qtchenyy doklad XIX

s"ezdu 11 o rabote Tsentral ‘nogo Kemitets VKP(b) /Principel
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Report to the Nineteenth Party Congress on the Work of the TakK

vEP(b), 1952, Gospolitizdat, page 62).

It follows from this that the realizsation of a policy of

price reduction is indissolubly tied to an economic reginme.

One cannot say that this connection is clearly understood
by all of the USSR's economic and planning cadres. &8 was pointed
out in the principal report of the TeK to the Nineteenth Party
Congress; many enterprises failed to cope with their plen assign-
ments to-reduce the -ost of preductian by taking cover behind the

general indexes of industrial performance.

Such violations of the gtete plauned discipline run counver
to the Soviet price policy, hempexr the consistent reduction of
prices and restrict its scope. It is of course impossible to be-

_come reconciled to such an entistate practice. The realization
of the Soviet price reduction policy calls for the strict obser-
vance of the state plen discipline by all enterprises and uncon-

ditiopal fulfillment of the commadity productlion assignments, an

increase in the productivity of labor, and a reduction in costs.

The realization of the Soviet price reduction policy implies

first the necessity of using the law of systematic proportional

development of +he national econamy with a view to overcoming all

sorts of departmental, local, and gpeculative perversions of price
formation that are conducive to spontapeous manifestations of the

jaw of velue.

Let us cite enocther example.
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It is koown tkat the producers cogperatives can purchase
from the collective farms end farmers, after the latter have ful~
£11led their obligations to the state, certain types of agricul-
tural products and ravw materisls for i{ndustrial processing. With
the cooperative organizetions abiding by the regulations govern=
ing the stete fixed procurenent and purchasing ceiling prices, this
messure could be of substantial help to the Soviet price policy
since it contributes to the increase in the quantities of indus~

trial goods flowing {nto the state and cooperative trade.

However there were cases when the purchsse of agricultural
products and rav meteriels wade by certain branches of the indus-
trial cooperatives was accompanied by a violation of the state
purchaging ceiling prices. Such practice of deliberstely raising
the stete ceiling prices is an antistate practice, since it (a) is
conducive not to a planned reguletion of prices in kolkhoz trade
but on the contrary to bolstering prices through the purchasing
of agricultural products at high prices and (o) holds back the
reduction of prices on industrial goods by artificielly raising

production costs.

Such perversions of the Soviet price policy are Justifiebly

and severely penalized by the Soviet Govermment.
Let us cite one more example 1n regard to price formation.

The existing system of price formation makes possible the
egteblishment of prices on certain goods directly by the ministries
(depertments), oblast {xral) executive committees of soviets of

workers' deputies and by industrial cooperstive unions. Mindgful

of the necgssily of supporting local initiative in conbributing
B
i
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to the increase of production of industrial goods, this systen
however is of positive importance so long as the activities of those
various organizations participating in the price formation are de-
termined by the same policy, the Soviet policy of systematic price
reductions. That is why the still Prequently occurring cases when
certain departments and local organs, perticularly cooperative ore
ganizations, raige their prices with a view to obtaining excessive-
1y high prices &re inadmissible. The hermfulness of such practice
congists in the fect that it (=) counteracts the realization of
weakens the planned price regu~
lation, and (c) runs counter to the interests of the steady per-

fection of socialist production 4nasmuch as excessively high pro-

fits cannot but weaken the stimuli for improving the operation of

enterprises.

The realization of the Soviet price policy calls for a final

liquidation of guch practices.

The operation of the jaw of value is menifested in the for-
mation of prices as an objective necessity of determining the value
relations among various groups of products in the socielist national
economy, between the state industry products and the agricultural
rew materials produced by the collective farms, among the various
types of state industry goods, and among the various types of ag-
ricultural rew materials and products produced by the collective

farms.

What determines this policy in the sphere of value correla-
tiona? Here too the price policy can be correct and successful
only if it conforms in every way to the requirements of the basic

ecanamic law of socialism.
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This means first that the correlation between the prices
on goods produced by verious branches of the pational econowy must
insure the realization of systematic reduction of state retall

prices woich is one of the decisive conditions for the waxinum

aatisfacibion of the constently groving demande of the whole soclelty.

Hence the necessity of systemstic reduction in costs and through

it in the wholesale prices of the means of preoduction.

This means second that the correlation wetween prices O
various types of goods produced by the state industry, cooperative
enterprises, and collective féms should be determined in such 2
way as to contribute to the steady growth and perfection of so-
cialist productioh as provided for in the basic econanic law of

socialisie.

In plenning value correlation we must proceed from the fact
that the law of value also exerts its influence on production and
that it would be useful to take such influence into account in
the econcmic policy jnasmuch as it is in i{eeping with the steady

growth and perfection of socialist production.

Any price system, when properly applied to the distribution
of material welfare among the members of a sociallst society can
serve as a powerful additional stimulant for increassed production
and conversely it can ect as a brake on the realization of such
plens if spplied incorrectly. This mey be demonstrated in the
example of the procurement prices on enimal products as well as
potatoes and vegetables which, as the September Plenum of the TsK
kpss [Komunisticheskaya Partiye Sovetskogo Seyuze == Commmunist
Party of the Soviet Union/ pointed out in 1953, were obviously not

in the interests of the meterial stimulation of industry end by
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the same token served as & breke on the development of such ime-
porvant branches of agriculture &s stock raising and potato and
vegeteble groving. That is why 1t is so0 important that the USSR's
economic managers and planners vecome well acqueinted with the op-
erstion of the law of value and be guided by it in the determina-

tion of prices.

The ability to take the operations of the 1law of value into

sccount in one's planning means +the following.

First, when aetermining the price of a certain type of
product one must not forget about checking the relation between
the given price and the prices of other products exchangeable for
this particular product, replacing it in consumption, or connected

with it in general process of production.

Second, when checking the just value relation between dif-
perent types of products, it is necessary (2) to begin with the
stimulation of the major branches of the national econauy fram the
viewpoint of continuous production growth and (v) to teke account
of the relations between the various types of goods in the matter

of production costs (value).

The cruile errors that may result fram the inability to take
into account the aoperations of the law of value 1n the practice of

price celculation were pointed out by I. V. Stalin in his Ekonocmi-

cheskiye Trobl sotsializma v SSSR.

"Sofie tine ago it ves decided to establish the proper rela- -
tion between the prices of cotton and grain, to define the exect
price of the grain s0ld to the cotton grovers and raise the price

of cotton delivered to the state, in the interests of cotton growing.
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In this connection the USSR's economic managers and planners sub-
mitted & proposal which could not but emaze the members of the TsK
since under that proposal the price of a ton of grain wes almost
equal to that of a tom of cotton or & ton of baked bread. When
the members of the TsK pointed out that the price of a tom of
paked bresd should be higher than the price of a ton of grain in
view of additional milling and baking expenses and thet cotton
genémlly coste mu;:h more than grain, as witnessed by the world
prices on cotion and grain, the sulhors of the propesal

suggest anything sensible. In view of this the TsK had

charge of that business, lower the grain prices, and ralse the
cotton prices. Vvhat would happen if the proposal of those coal-
rades had been made law? We would have ruined the cotton growers

and been left without cotton™ (Stalin, I. V., Esongmicheskiye

problemy sotsializma v SSSR, pege 21).

The decision of the party's TsK on that problem and the
decision of the September Plenum of the TsK KPSS of 1953 were of
exceptional importance for the purpose of price formation in

general and for the establishment of prices on agricultural pro-

ducts and raw materials in particular.

From the point of view of practical price formation in ag-
ricultural preducts and raw materials, it stresses the necessity
ghing a proper correlation between the prices of the rew
materials sold to the government indus;bry by the collective farms
and the prices of the products sold to the collective farme by the
state industry in such a wey as to make it possible for the mone~
tary and in-kind income derived from collective farm production

to insure, through growing lsbor productivity in agriculture nat
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only a reimbursement of collective farm production costs but also
& production surplus and a systematic increese in the consusption
of collective farmers. <This in turn calls for the definition of
the value relations among various types of agricultural products
with a view to making the income from various branches of sgricul-
tural production conform, or approximately proporticnal, to The

smount of labor expended in those branches.

The planning of the proper value relations is of no less
importance also for the various branches of the state industry.

T

I

e tre that as regards the production of the means of produc-
tion whose circulation is limited to state enterprises, no par-
ticular felations between the prices of various industrial pro-
‘ducts can bring ruin or enrichment to the producers since the
state 1s tvoth the producer and consumer of the mentioned products.
But here too price relations cannot be a matter of indifference to
the realization of economic plans on the part of industrial enter-

prises and entire branches of indusiry.

As pointed out above, prices are used in the planned menage-
ment of enterprises for (a) determining the planned assigmments af-
fecting in regard to the output volume end appraising the plan per-
formance, (b) calculsting production costs, and (c) comparing the

results of the enterprises' operations and production costs.

A proper correlation between the prices of various types of
goods is important slso for stimulating the successful performance

of econdémic plans on the part of the enterprises.

For example, the gross ocutput index is an important indi-

cator of the production activities of state enterprises, It is
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used for evaluating the fulfillment of the production program and
for planning the productivity of labor and serves as a criterion

for fixing wages.

However, in view of the fact that the prices on various

types of goods are related to the amount of labor spent on them,
the fulfillment of the plan according to the above index cannot
be affected by the proper determination of value relations between
the various types of commodities. If, for example, +the prices on
1sbor consuming but iuportent coumeditiss are set to include a
2%.3% profit, while the prices on less labor consuming commodities
of secondary importance are fixed to include a 20%-30% profit, tle
enterprises will be tempted to fulfill end overfulfill their plans
by producing exclusively the less important commodities since the
same gross production volume can be attained at a lower cost in
labor and materials. In such an event the value correlations
would be contradictory to the interests of the state. " A correct
determination of prices on the other hend provides an edditional
stimulus for the successful fulfillment of the plan in regard to
the production of comnodities that are most impoxtent for the na-

ticnal economy.

The TsK's principal report to the Ninetecenth Party Congress
pointed out that certain enterprises, striving to fulfill their
gross production cutput plan, indulge in the sntistate practice of
sbove-plan production of secondary commodities et the expense of

the most important types of goods provided for by the state plen.

One of the memsures to be taken to stop such entistate
practices is to put an end to the departmental miginterpretation

of the price policy which finds its reflection in the premeditated
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inflation of prices OO secondary commodities, +o be fixed by the

pinigtries themselves, &s compared Vo the price level of the most

important types of commodities listed in the etate-a.pproved price

catalogue.

An exemple of such misinterpretation of the Soviet price
policy may be cited in the recently published case of price~-
fixing in the plants of +the Ministry of Railroad Communications
in 1950. The "Mashinostroitel" and the mechenical engineering

plant attached to the subway system fixed the prices of their goods

~atl emmcein of puer 50b.
2R

supplied to other plants To include a Profiv mergin ol O¥eX e

Soviet price policy mekes use of the price level to stimu-
late the rational utilization of material resources and transporta-
$ion facllities by the enterprises. The proper correlation of
prices and tarii‘fs can and must stimulste the enterprisea' and con-
struction organizations to use nondeficit rav material and mae
terials in place of deficit meterials and to make use of local

commodities instead of importing them from distant places.

Just how important this i1s for the management of the nation~

al economy nmay be seen fraa the followlng: exemples.

In a pumber of cases the rational utilization of metal for
the production of metal objects calls for the use of sheet steel
instead of section steel. However due to the errors made during
the compilation of the price catalogue introduced since 1 Janusry
1949 for the metal processing plants 1t was more econocnical from
considax;ations of production costs to use sectlon steel rether
+than sheet steel. That brought about the unnecessary expenditure

of section steel. That gitustion was remedied after 1 January 1950
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by the establishment of a better proportional relation between the

prices of sheet steel end section steel.

Here is another exsmple. The metallurgical industry
mastered the production of alternating steel sections to be used
in ferroconcrete work in place of the usual mountings. The use
of this new type of sieel made it possible to save approximately
254 of the metal. However since the price of the alternating sec-
tion steel was fixed on the basis of its production cost in the
first period of production without reference to its proper rela-

tion to the price of ordinary mountings, the construction or-

ganizations found the use of alternating section steel relatively

unprofitable. This served to hold back the iﬁtroduction of that
new type of steel which was quite effective from the point of view
of state interests. This situstion was remedied by the reduction
“in the price of slternating section steel whicﬁ led to its proper

correlation with the pricé of ordinary mountings.

All these and other facts that can be cited in cennectlon
with the process of price formation emphaaiie the epmormous possi-
bilities comnected with the utilization of the price lever in
the interests of the expansion and perfection of socialist pro-

duction.

CHAPTER II. THE BASIC ELEMENTS AND STRUCTURE

The previous chapter dealt with the gemeral characteristics

of prices as an economic category of the socialist society.

We shall now proceed to thé discussion of concrete questions

of price formation in the field of state industry. As hes already
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been pointed out before, the Soviet state cannob help but teke into
account the operstion of the law of value and the amount of labor
used in production ip the calculation of prices on goods. In this
way, according to the Merxist-Leninist political econony, the

velue of goods cannot be expressed independently, without refer-
ence of such goods to monetary commodity; and such relation is
based on the existence of monetary forms of velue. Tkat is why
actual price forma'bicfn is based not on direct value but the various

monetary forme in which such value is expressed in econonic life.

To Tind out the particular velue for ms invoived in the
process of price formation, we shell take a lock at the structure

of prices On state industry products.

As vas pointed out in the first chapter, the state industry

mekes use of (1) wholesale prices on means of production and (2)

retail and wholesale prices &n consumer goods.

Ir} most branches of industry the structure of wholesale
prices on the means of production is made up of (a) cost, (o) the ~
profit of the enterprise, and (c) expenditures and profits of the
industry's marketing orgenizations (embracing the types of goods

which sre disposed of at wholesale prices by the industry).

The vetail prices of mass consumption goods contain the
following elements: (a) cost, (b) the profit of the euterprise,
(¢) turnover tax, (@) expenditures and profits of the industry's
mevketing orgenization or the wholesale branch of trade, and (e)

expenditures and profits of the retail trade.

Industry's wholesale prices on consumer goods includs the
game elements as retail prices with the exception of the expendi-
sures and profits of the wholessle and retail trade.

- 68 -
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Thus price formation in the state industry has to do with
the Pfollowing value formss costs, profit of industrial and trad-
ing enterprises, turnover tax, and the expenditures involved in
the circulation of production means and circulation of consumer
goods. We sball discuss the economic aspect of each of these

categories.

The Cost of Industrial Goods as the Basis of Price

The expenditures of labor on the production of a commodity
include past labor embodied in the means of production used for
%

se production of the comeodity and current laber embodied in the
newly created product {the net product comprising the country's
national income). The newly created product in turn congists of
2 parts, one which is designated for the individual consunption
of the workers of industry and another which is used for the ex-
pansion of material production and the satisfaction of the needs

of soclety as a whole.

In a socielist society the entire national income belongs

+o the working pecple.

The growth of socialist production serves as 8 material
base for the improvement of(the 1living condition of the workers,
peasants, and intelligentisia. The systematic improvement of the
workers' material conditioms and the steadily growing demand and
purchasing power of the population, in turn, serve as a permanent
source of expension of soclalist production. The steadily growing
volume Of the national income used for the satisfaction of the
reeds of the whole society serves the dusl purpose of expanding
the scope of public production in raising the level of pational

welfare.
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One of the most important probleus of the socialist state
i1a to maintain control over the amount of labor expended. and the
extent of consumption. Such control is designed to insure a proper
balance between the share of each participant in production in the
total volume of consumption and the quantity end quality of labor

gpent by him.

Public production is carried on, as is known, at numerous

different enterprises and the intevests of society as & whole call

for the maintenance of the strictest economy regime and the social=-

ist govermmenty’s CORIXS ver ; o

terprise with & view to preventing useless squandering of public
jabor. The state enterprises in a socialist society are the s0-
cialist property of all the people and all the necessaxy production
expenditures, jncluding the expenditure of labor connected with
the expansion of socialist production and the satisfaction of the
needs of society as & whole represent the sum total of soclety's

expenditure.

Moreover one of the peculiar festures in the management of
state enterprises during the first phase of a communist society
is the application of the eccnomic self-sustaining method which
calls for the large scale use of the personal naterial incentive
in the interest of society on the one hand and a rigid ruble cone

trol over the ‘aconomic activities on the other.
Self-sustaining operatlons are paged on the following.

{1) A commodity turnover among state enberprises in ac-

el

cordence with the state supply plens and economic agreements which,

carried out through the medium of financlal settlements, inswre
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mutual control over the Pulfillment of agreement obligations and
the application of material sanctions whenever such agreements are

violated.

(2) The ability of the enterprises to cover their costs

out of their own incame.

(3) Each enterprise’s direct financial and econcmic de-

pendence on the efficient utilization of the resources at its dis~
posal and on the successful attainment of the quantitative and

gualitetive plan indexes.

(4) Control over the operations of enterprises which is
realized through the control over their accumulation and movenent
of financial funds and through the utilization of the credit and

budget levers.

(5) The material incentive of the personnel of every en-
terprise for the improvement of the enterprise's financial opera-
tions, that is, for the increese in the financial income and the

reduction of expenditures.

(6) The personal responsibllity of enterprise managers for
the utilization of state funds according to the assignments of the

state plan.

The direct expenditures of an enterprise operating on a
self-sustaining basis are the financiel expenses connected with
the production and disposal of commodities, that is, the expenses
paid by the enterprise. Such enterprise expenses, expressed in

terms of money, represent the cost of commodity production.

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7

Production costs of state enterprises are calculated fi-
nencially and consist of the use of the mesns of production 1n
the manufacture of commodities as well as the expenses covering
the wages of the direct paxticipants in the production process.
Thus the costs of production do not reflect the saue amount of
labor expenditure as 4the one involved in the expansion of social-
ist production and the services connected with catering to the
needs of the whole society. Society's share in the newly creabed
product is expressed in prices, in the shepe of profits and turn-
over tax, which represent the differen etween the cost of the

product and its higher price.

The difference between cost end value does not merely com~
aist in the fact that the former is always quantitatively smaller
than the latter, inasmuch as it embodies only & part of the public
working time. Worthy of mention also is the fact that in the
case of the form of production cost there is a possibility of the

dynanics of value coinciding with the dynamics of production costs.

The extent of value is determined by the total amount of
public labor involved including the expenditure of current lsbor.
A change in the correlation in the distribution of the newly
created value between the direct producers of the glven product
and the whole society does not in the least affect the absolute

value.

All this is daifferent in the case of production cost. Any
change in the correlation and aistribution on newly created value
inesmuch as it affects the jevel of the monetary expenditures of

the enterprises is conducive 4o a change in the absolute cost of

production. For exanple & direct {ncrease in wages is not re:tlecte:}

-T2 -
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in the value of goods if it merely changes the proportion in which
the newly created value is divided between the direct participants
of the particuler preoduction and the whole society. The same wage
increase, increasing as it does the expenses of the enterprises,

involves & corresponding increase in production costs.

The growth of public labor productivity is directly conducive
to a reduction in value. The ilevel of labor productivity and the
extent of value are inversely proportianal to each other. The

growth of labor productivity on the sther hend exerts an indirect

rather than r}.iréct influence on production cosis through the changes

of expenditures and wages.

The reduction i, the cost of production besed on growing
labor productivity coincides with the reduction of the commodity
value enly in the event thet growing labor productivity is not ac-
companied by growing wages. In the event of a simultaneous growth
of labor productivity and wages, & reduction in production costs
can be achieved only to the extent that the rate of growing labor

productivity exceeds the rate of groving wages.

The above peculiarities of production costs, reflecting in
monetary terms not only the amount of lsbor involved but also the
relations in the distribution of the newly createé value between
surplus and consumption, provide an important level for state
control through the medium of the ruble over the smount of labor ]

and consumption of every single enterprise.

Tt should be pointed out in this connection that the change
of proportions in the distribution of the newly crested value be-
tween aurpluq and consumption is reflected in the cost of produc-

tion only in case it is cmmec‘ted with a simultanwus change in

- 73 =
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the enterprises’' expenditures. An increase in real wages not ac-

campanied by an increase in nominal wages is not conducive to in-

creasing production costs.

For example a 10% increase in the consumption of the work-
ers employed in the national economy can be achieved in 2 ways.
The first method expressed in & lO%. wage increase results in a
higher cost of production if the wage increase is not compensated
for by a corresponding increase in labor productivity. The second
method is the reduction in prices and
jces. In this case wages are not raised but the naterial expendi-
tures in the national economy are reduced to the extent that the
reduction in prices and tariffs affect the purchase of gocds which
are partly used in production. The reduction in production costs

in this case coincide with the reduction in value.

The cost of production of industrial goods includes the
following expense elements of an enterprise: wages plus alloca-
tions for them, compemsation for the wear and tear of the basic
facilities, and the cost of the resources used in production,
such as rew materials, materisls, fuel, and pover, and other mone-
tary expenses which do not caome under any category of the above

listed expense elements.

Wages and allocations for wages account for an average of
abou;‘._ l/ 5 of production costs in industry. It should be pointed
out however that this average figures does not provide an accurate
description of the actual national ecenamic significance of econ- °
omizing the amount of wages paid per unit of production. The
sparing use of wage expenses, in addition to directly affecting

the cost of commodity production in every branch of indusiry,

-Th -
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exerts an influence on industrial production expenses and other

branches of the national economy through prices on raw materials, .

materials, and fuel. The share of wages in the extracting branches

of the heavy industry is over 60%. The sparing use of wages paid
per unit of production under guch conditions largely serves to
determine the price level of raw materials and fuel and thereby

also the material expenses in all branches of the national economy.

One of the essential peculiarities of a socialist economy
is the simultaneous increase in the national econaumic surplus and
in the income of the working people. In i{ndustry this is meni-

fested in the fact that in the process of development in the so-

ciaslist economy (&) wages and salaries increase and (b) the amount

of wages per unit of production systemetically decreases. The
simultsnecus increase in the wages of workers employed in the na=
tional economy and decrease in wages per unit of production is
mede possible by labor produciivity growing at a faster rate then
the increasing wages. The faster rate of growing labor produc-
tivity as campared with average wage increases serves to produce

a material base both for groving real wages and a greater volume

of consumption of the whele socialist society.

" . The growth of labor productivity must outstrip

- s

growing vweges. Only under such conditions will it be possible to

create a material base and accumulate the necessary surpluses to

insure further wage increases and expsnd production, which calls 3
for & larger volume of production resources, to restore warn and i;
obsolete equipment, to aetisfy the constanily growing cultural :
demands, to traip end aducate the growing generation, and to manege ﬁ%
the state and its defense” (VKR(b) v rezolyuteiyekh i resheniyakh

b

s"erdov, Konferentsiy i plenumoy 7gK, Part I, 1940, page 627).
-5 -

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



The great gtrength of the Soviet social systenm consists in
the fact that it created the canditions for a high degree of per-
sonal interest on the part of every worker in the results of his
labor and, equipping him with modern machinery, secured a higher

degree of socialist labor productivity than under capitalism.

The most important methods of increasing labor productivity
end thereby reducing the cost of goods of the Soviet industry ere
(1) the complex mechenization of labor consuming and hard work,
+the automation of production, and intensification of production
processes, (2) 2 rise in the cultural-technical and qualification
1evel of the working class, {(3) the improvement in labor organiza-
tion and the concomitant elimination of unproductive loss of work-
ing time, and (4) better economic stimuli for growing labor pro-

ductivity.

The basic method used by the Communist Party and its sub-
ordinate orgenizetions to insure the steady increase of prcduction
acbivities among the working class, Soviet technical intelligentsia,

and other workers, and to find and mobilize additional reserves

for the growing productivity for socislist labor is the develop-

ment of socialist competition and the movement of innovators in
production. The peculiar feature of the present stage of social=-
ist competition consists particularly in the selection and wide
populerizetion among all socialist enterprises of the best examples
of the most efficient lebor set by the leading toilers of the work-
ing class and the Soviet technical intelligentsia (the method of
engineer F. Kovalev, lathe turner V. Kolesov, etc). The wide
popularization of the advanced production experience of the best

members of the working class and technical intelligentsis and the

- 76 -
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introduction into production of the achievements of Soviet science

provide a powerful source for still higher tempos of growing labor

productivity and reducing the cost of industrial production.

The compensation for the depreciation of the basic facili~
ties is reflected in the cost of goods in the shepe of deductions
for emortization which are fixed in percentage terms of the initial
cost of the operating machinery, equipment, buildings, and instal- o
lations. These nomms are differentiated for various branches of

the national economy and enterprises according to the type of

production equipment and instaliati
of the basic equipment, end the life of the equipment and instal-
jations. Thus in 1938 the amortization deductions in the heavy
industry were fixed et 5.6%, and in the oil industry 13-14% (of

the inventory value of the wells).

The development of technical progress in the national
economy of the USSR tends to increase the share of basic equip~
ment depreciation in the cest of the goods. At the same time the
increasing labor productivity, which is facilitated by technical
progress, makes possible a relative decrease in the deprecietion
of basic equipment per unit of productionm. A decrease in the
basic equipment depreciation per unit of production can be achieved
(1) by decreasing the value of the material elements of the basic
equipmeht, (2) by improving the effective utilization of the basic

equipment, and (3) by perfecting the basic equipment.

Inasmuch as the .amortization deductions are fixed as per-
centages of the initial cost of the basic equipment, a reduction
in the value of construction and assembly work end in the prices

of equipment will, everything else beling equal, produce & decrease

-7 =
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ip the sbsolute amortization deductions. With emortization funds
being equal, the degree of depreciation of basic egquipment depends
on its productive utilization, that is, on the incressing scale of

production.

An increase in the production volume with the same basic
equipment is conducive to & decrease in the amortization deduc~
tions per unit of production. The econamical use of the basic
equipment is also made possible by the constant perfection of the
machinery which in turn tends to decrease the depreciation of the
basic equipmenf. ' Prolonging the life of the machines means not
only & reduction in the expenditures involved in replacing some
of the worn out basic equipment but also an economy in the ex-

penses connected with the repair and maintenance of the equipment.

The socialist social system has produced a basic change in
the attitude of the working pecple toward the implements of lebor.
In a capitalist society the implements of labor loom before the
worker as alien property, as a means of exploiting his lebaor.
Under socialism, where the impleﬁxents of labor are under public
ownership and where the machines not only save labor but also
lighten the toil of the workers, the vital intersst of all the
workers 'in saving the implements of labor and iﬁ their econamical

use is steadily increasing.

° The cost of raw material and suxiliary materiels becomes
an integral part of the value of the product for which they are
uged., In this way "in proportion e&s lebor productivity increases,
the value of the raw material forms a constantly increasing in-
tegral part of the commodity value not omnly because it is entirely

included in the latter but also because the 2 elements contained

-8 -
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in every product, one representing machinery depreciation and the
other, the ad¢itional labor ipvolved in its production, become
smaller. This downward trend results in the relative increase of
another element of the value, the raw materisl, as long 88 that
4increase is not offsét by &8 corresponding reduction in the value

of raw meberiel resulting from growing labor productivity in the

production of that same Iaw material” (Marx, K., Kepitel, Vol 3,

1951, pages 114~115).

The expenditure of ;-aw and esuxiliary

production resources accou;n'bvs for over 2/ 3 of all ipdustry's ex-
penditures on the production of goods. Hence the great importance
of saving production meterials and their economical uwtilization
for the determination of the price level. A reduction in the ex=-
penditure of production resources and the concomitant reduction

in production cost can be achieved by reducing the quantity of
materiel used per unit of praduction and decreasing the value of

the material elements of the production resourcés.

The planning of paterial expenditures is based on progres-
sive production norms which take into account the technical prog-
ress made in the national ecomomy of the USSR and expressed in the
use of the latest technical equipment, on the improvement in the
processing of rew materials and in the methods of fuel utilization,
in the reduction of production igsses, in the methods of storaging
and transportation, in the efficient utilization of by-products,
etc. In the setting up of such production norms sccount is teken
of the achlevements of the leading enterprises, plant shops, pro=
guction brigades, end the production innovators among the workers
and engineering and technical inteliigentsia in their struggle for

econcmizing on material resources.

-9 -
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2 reduction in the value of the material elements of pro-

duction resources csn be achieved by a straight reduction in prices.

Tn this cese a reduction in the cost of production and an increase

in profit is compensated by reducing the profits in other branches

of industry. The total amount of profit however does not change.

At the same time the expenditures of the particular industry on

the purchase of materials, fuel, power, senmimanufacturss, and manu-

factures can be reduced while preserving the existing prices

through the system of consumption. For example the average price

of & von of conventional fuel used by power plants can be lowered, I
without affecting the existing set prices on fuel, under the in-
fluence of the following factors: (1) an increase in the fuel
brought from nearby places and & corresponding decrease in the fuel
hauled in from distent places, and (2) a reduction of the amount
of expensive fuesl and a corresponding increase in the smount of
cheap fuel. In the first case the transportation cost of fuel
will be reduced, and in the second case the average price of a
ton of fuel will be reduced. The average cost of one t of sul-
furic acid to the enterprises of the chemical industry depends
entirely on the specific weight of the various types of the pro-
cessed rav materials (waste gases O iron pyrites, for example).
The increase in the specific weight of sulfurle acid produced by
way of utilizing the waste gases brings sbout & sharp reduction
in the average cost of this product. In all the ebove-listed
cases, & reduction in the cost of production by way of changing
the average prices reflects a yeal economy achieved by the re-

spective branches of industry.

Tpe item "other financial expenses" consists of expenses

+hat canpot be charged to wages O meterial expenditure, for example,

- 80 =
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postal and telegraph expenses, rentals for buildings, transporta-
tion costs connected with business trips, interest paid on loans

for revolving funds s €te.

A thorough econowy of other financial expenses is very im-
Portant for the national econouy because in addition to effect-
ing considerable financial savings it facilitates the improveuent
of the administrative machinery of the enterprises and the elimi-
nation of all sorts of excesses that are still noted in their op-

erations.

The practice of covering the expenditures of socialist
enterprises by their income calls for the establishment of state

Prices on industrial goods on the basis of cost.

The cost orf producing goods by different enterprises howe
ever cannot serve as a basis for state ﬁ)rices. The utilization
of the law of value in s socialist economy finds its reflection

in the planned fixing of uniform state Prices on the same goods .

The state fixes uniform state retail prices (for the whole
territory of the Soviet Union or a specified area) on consumer
goods. The uniformity of state retail prices is very important for
the consistent realization of the socialist principle of distribu-

tion according to work inasmuch as it insures the same monetary

purchasing power for all workers.

The state establishes uniform wholesale prices (for the
whole territory of the Soviet Union or a specified area). . The
unifermity of wholesale prices in turn insures the following.
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(2) A uniform measure of material expernditures for all
consumers of the given product which strengthen state control
over production expenditures. A difference in the prices on the
same product, depending on the supplier of such product, would
have upset the method of calculating producbion costs and compli-

cated the control over the costs of construction. Inasmuch as

material expenditures accoumt for 2/ 3 of industrial production

costs, the price differentiation according to material expendi-
tures would meke it iwpossible to compare the cost of the saue

JORN-

prodGuct oy gt praucers.

(b) A wiform criteria for estimating the results of
enterprises!' production operations. With different prices for
the sane product, any 2 enterprises producing an identical gquen=-
tity of the same manufactures would have differemnt volumes of
their products expressed in terms of value, and different ix;ccrmes
from the sale of those products. In this case the prices would
nave lost their significance as a criterion of public expenditures
since they would express not the social conditione of production

in the particular industry but the conditions of work in the 4if-

ferent enterprises.

The uniformity of wholesale and retail prices is to be
based on the industry's production costs. Prices cannot be de-
termined on a production cost basis by different enterprises.
Prices based on the expenditures of each individual enterprise
would have meant the elimination of pricee as & weapon of control
over the amount of lsbor expended and the reduction of the rale
of wholessle prices to a purely technical means of settling ac-

counte among enberprises and could 1ead to the loss of the economic
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stimulus for reducing production expenses by the USSR's entexprises.
That is why prices are paged not on 4ndividual production expendi-
tures but oD the industry's ;producticm costs which reflect the 80~

cial conditions of production in the particular jndustry.

When determining the production cost level as & vasis for
prices account is taken not only of the conditions of the given
period put also of the prospects of development of ‘the respective
pranch 0f economy. The price is bwilt not on actual cost put on
the basis of planned production cost which takes into account the
available reserves for a further reducticn in nroduction expendi~
tures. The price does not thereby lend itself to & passive adap-

tion to the cost level but exerts an active influence ov that

level.

The uniformity of prices on the seme grodncté and the con-
atruction of prices on the basis of the industry's production
costs may jnvolve certaln losses on the part of soue enterprises
which lag behind the average enterprise of that particular in-
dustry. in their technical development and production organization.
The losses of such enterprises are covezfed by & redistribution of

income carried out in the respective ,branches of industry.

Difference in the cost level of the seme products at verious

enterprises emerge nowever not only as & result of some enterprises

legging behind the aversge enterprise of the perticular industry

in technological developuent and labor organizatidn'. - In & number
of cases these difﬂerencéa are due to the: P%ﬂ\ﬂ.i.ari;;ies of the
geographic jocation of the enterprises in the USSR, Inasmuch &g
the condition for the development of different pranches of industry

are different in various ecanomic ereas Of the USSR (aifferent

- 83 =
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trapnsportation rates, different wage rates, different scales of
production and specialized production), area (belt) differences in
the costs of such products are absolutely unavoidable. In such
cases the industry's production costs are represented by the cost
produced by equalizing the expenditures of the enterprises of the
particular economic area (belt), and the prices calculated on that
base become the uniform prices not for the entive country but for

the particular economic area (belt).

In the extracting and power producing industries there may

be big differences in the cost of the same product due to the

= operate under particularly favorable

- s A e
iacuv vusv

patural conditions which make for a high labor productivity.

Thus in the lumber industry, the expenditures of woodwork-
ing enterprises are determined largely by the quantity of wood per

hectare of forest and by the quality of wood.

In the coal industry the cost level of various enterprises
is determined by the geological conditions of coal mining and
particularly by the depth and structure of ‘the coal deposits,

their capacity, etc.

In the ore mining industiry the cost of mining basic ores is -
subject to sharp fluctuations depending on the availability of
precious and rare metals. The greater the smount of these highly
valusble components contelned in the ore the less the expenditures

on the basic material.

In the electrical industry the cost of power produced by
hydroelectric stations ia considerably lower than thet produced

by thermal stations. The determination of industry's cost and

- 8% -
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the formation of uniform prices under such conditions will be con-
sidered later in connection with the characteristic features of
wholesale prices of’ industrial products in the methods of their

function.

The Profit of an Industrial Enterprise

In a socialist society where the exploiter clssses and their
appropriation of the fruits of public labor have been eliminated,
the social reasons for the existence of various forms of surplus

nd Intersst

‘ : A el T on

loans, have completely vanished,

In a socialist society the entire current national product,
the national income, belongs to all the working people. There the
antegonistic contradiction between necessary and surplus labor,
peculiar to capitalism, no longer exists. Under socialism the
labor of the workers used by the society fer expanding production,
improving public health service, organizing the country's defense,
etc is just as necessary for the working cless in power as is the
labor used to satisfy the personal needs of the worker and his
family. But since under the socialist stage of development there
is an objective necessity for delimiting the personal share of
‘the producers and the share to be used by society as a whole, use
has to be made of such velue instruments that would insure the
realization of society's share and its concentration in the hands
of the sec}ialist state. These value instruments are the profits

S

of the éoeialist. entéyprises and the turnover tax.

S It led be pointed out at the outset thet the use of the

word "prefit“ as applied to the distribution of the national inccome
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in a socialist society is conditional.

The point at issue in this
case is that such old concepts do not fit the new situation and

should be replaced by new concepts expressing their new meaning.

The meaning of profit of a soclalist enterprise (the enter- ®
prise’s net income) has nothing in comuon from an econamic point Lo
of view with an entrepreneur's profit under capitalism. Condition-
al also is the term “turnover tax," since it cannot belclassed as
a tax in the economic sense of the word. The matter under discus-

sign in this case is the total state incaome as distinguished from

[ T S
X 7

The correlation between profit and turnover tax under the
1953 state budget of the USSR is characterized by the following

figures (see Izvestiya, 6 and 7 August 1953).

Amount in % of

blllion rubles total
Turnover tax 241.0 68.4
Profit w5 3.6
Total 352.5 100.0

The existence of 2 different monetary forms whereby prices
are used to determine the share of the national income designed to
meet the needs of the vwhole soclalist society at a time when the
entire national income belongs exclusively to the working peaple
orgenized into their own state is explained by the necessity of
utilizing the law of value for the control of public production
and distribution by the Soviet state. The purpose of each of
these 2 forms 1s that they perform their particular functions as

instruments of sociaelist organization of production and distribu-

ticn.

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7

Profits represent the part of the price left after certaln

deductions have been mede in favor of the state budget and the
enterprise producing the commedity, and it is used for expandibg

the plant and improving the living conditions of the workers.

The apportionment of the enterprise's share of the com-
modity price and its designation as profit is connected with the
system of management of socialist enterprises on a self-sustaining

basis as practiced in a socialist society.

The profit of an enterprise comsists of the difference
tween the wholesale price of ite cammodities (without the turn-
over tax) and the cost of producing these camodities. Thus the
share of profit contained in the price of the cammodities reflects
the changing level of production costs. The profit volume at a _ ‘ »
given price is directly determined by (1) the volume and struc-
ture (assortment) of the goods produced and disposed of by the

enterprise and (2) their production cost.

Since profit represents the difference between the price of
a commodity and ite production cost snd its size is determined by
the reduction in produc‘b-im cost the profit of a camodity or an
aggregate sum of commodities is meagured by the ratio of the
profit volume to production costs. This ratio is expressed by a
fraction in which the numerator represents the difference between
the wholesale price (without the turnover tax)} and cost and the
denominator represents the cost. It is obvious that such a frac-
tion can be increased by a reduction in cost which increeses the
pumerator and reduces the denominator at the seme time. The cost

of commoditvies messured in wholesale prices (without the turnover
°-
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tex), for example, is 10.5 million rubles. The production cost of

the same commodities amounts to 10 milliion rubles.

The profit volume in this case amounts to 10,500,000«

10,000,000 = 500,000 rubles.

The profit rate can be determined in the following wWay.

10,500,000-10,000,000 » 100 =
9,000,000 2

It ghould be pointed out here that the percent of profit
accretion is higher than the percentage rate of reduction in cost
and the profitableness therefore increases faster than the profit.
Using the seme example 1et us assume that the production cost of
all commodities was reduced by 10%. In such a case the profit

volume will amount to

10, 500,000~(10,000,000 % .@%ﬂ) = 1,500,000 rubles

which is a 3-fold increase.

The profitability level will change as follows.

10,500, 000-9, 000,000 K + . .
54660, 650 x 100 = 16.7%, that 1s, over 3.3 times

The profit volume and profitability level serve as very
important indexes of the successful production activities of an

ent "‘?i*is% or byranch af -inaxmt.:_ry,

T SYRNCO O LRV

The distribution of profits in the USSR 1s carried out in
gsuch & wey as 1o make the emtire isbor force of an enterprise as
well ss its individual workers keenly interested in incressing
such profit and consegquently also in expanding production and re-

ducing production costs. The profit may be deducted from the
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pudget only after the needs of the enterprise as specified in the
plan have been met. Part of the profit is credited to a special
director's fund of the enterprise. That fund is used for the con-
struction of housing for the enterprise's vorkers and employees,
for the organization of ereches and kindergartens, sanatoriums,
gports stadiums, for prizes %0 daigtinguished workers, and for

material assistance to certain workers and employees.

The encouragement of workers whose successful achievenents
facilitated the fulfillment of the enterprises’ obligations to
the state is widely practiced in the Soviet industry. Instituted

for that purpose (in addition to the director's fund) are swards

of premiums to enterprise officials and engineering and technical

personnel Tor implementing the production plan and simultaneously
reducing production cogts. At the same time, enterprise officials
incurring losses through their mismanagenent are held accountable
by the state. The award of premiums for fulfilling and overful-
f£illing the production plans and reducing production costs ime
plies also the fulfillment of the plan in regard to the prescribed
range and quality of products. Making profits by violating the
planned assortment and quality of goods is considered a crude vio-

jation of the state plan.

What determines the size of the profit in the prices of in=-

commedities fixed by the govermient? What determines the

principle of socislist profitebility? The basic change in the es~
gence of profits in a gocialist society consisis particularly in
the fact that the profit jevel of an enterprise or branch of ine-
gustry is not a determining factor in the expension or reduction

of production.
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Thie is the result of the restrictions on the operations
of the law of value in a socialist society, a law that no longer
serves as a regulator of productios or as a regulator of the pro~
portionzl distribution of lebor smong the various branches of
industry. This however does not necessarlly mean that the prin-
ciple of productiom profitability lost its significance for a soO-

cialist economy. The reverse heppens to be the cese.

Profitability of production as a whole, the only source of
expanded reprcduction, coutinues to be eignificant for a soclal~
ist society. Moreover the operation of the law of the systematic
de;élcpment of the national economy in ‘@ socialist society makes
possible the attainment of such a high degree of profitability of
public production as & whole that the temporary and unsiable
profitability of capitalist emterprises can in no way be coumpared

with it.

That is why it is impossible to solve the problem of the
economic development of a particuler enterprise or branch of in-
dustry by their profitability indexes elone. Such a soluticn must

take into account the interests of the entire national econamy.

It 1s known that in case of necessity the Soviet state has
been and is creating certein enterprises or branches of industry
which, though unprofitable at least in their initial operati;ms >
gerve to create the prerequisites for a smooth and uninterrupted
development of the entire national economy and there_by insure a

high degree of profitability for socialist production as a whole.

Tt would be wrong however to conclude from this that the

profitability of individuel enterprises and branches of industry
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is of no particular value and is not worthy of serious attention.
This of course is incorrect. The profitability of individual
enterprises and branches of industry is highly important fram the
viewpoint of the development of the USSR's production. It must
be taken into account both during the planning of construction
and the planning of productian. This is the ABC of the USSR's
economic activity at the presemt stage of development® (Stalin,

I. V., Exonomicheskiye problemy sotsializma v SSSR, page 56).

The profit of an enterprise and a branch of industry is

‘an imporiwnt eiement in the organization of production on & self-
sugtaining basis. Inasmuch as the operation of an enterprise or
‘branch of industry as well as the salaries of officials and en=-
gineering and technical workers is assessed on the basis of the
profit indexes, profit becomes a powerful stimulant for reducing
production costs and maintaining an economy regine at the enter-

prises.

The necessity of fulfilling the state plan agsignments in
regard to profits tends to educate the USSR's economic managers in
a spirit of rationel production managenent. It trains them in
discipline, teaches them to think in terms of production voluue,
calculate expenses, f£ind and utilize hidden reserves in production,
systematically improve production methods, reduce production costs,
and fee.lize the econcmic accounting plan. This is a good practical
school which accelerates the development of the USSR's economic
cadres turning them into real leaders of socielist production at

the present stege of development.

Requiring all enterprises o systematically raise their

profitable operations, the party teaches the USSR's economic cadres

-9l «
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that only a reduction in production costs can aervé as a solid basis
for the profitable operations for +he industry and other branches
‘of the netional econamy. Only under such conditions can profit be
considered as a really heslthy source of socialist surplus accuuue
“1stion. Placing the emphesis on profite derived from high prices
would have been exceptionally harmful to the development of the

USSR's national economy.

"fhe thesis that the policy of high industrial prices is
dictated by the interests of surplus accumulation and industrial-
jzaticn tempo is absolutely wrong end inconsistent., With the main-
tenance of a high price level in the absence of competition, whe
main stimulant for the jmprovement and developuent of a capitalist
economy under conditions of a monopolized production, market and
foreign trade mey produce the danger of the USSR's production and
trade wachinery becoming bureaucratized and of the interest in the
steady improvement of preduction and tmdé growing weaker. The
policy of latent accumulations, the speeding up of unplanned
capital expenditures under the guise of current repairs, and the
increase in profits accompanied by excessively high expenses, par-
ticularly trade expenses, are brought about by a policy of high
prices and tend to harm the national economy instead of benefiting
4t and to frustrate ’clzxe implementation of the development plans

jnstend of speeding it up" (VKP(b) v resolyutsiyekh 1 resheniyakh

g"ezdov, Konferentsiy i plenwnov TgK, Part II, 1940, page 161).

Thus it 18 not the increase in prices but the systematic

reduction of production costs which is conducive to ‘the develop-

ment of profitable operations by socialist enterprises.
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The question of the profitability level (remunerativeness)
mist be considered in conjunction with the functions that profit
is designed to perform. Profit is one of the forus representing
the share of the whole soclety in the newly created product (na-
tionel income). Therefore, profit camnot in the final analysis
be subordinated to the general laws governing the distribution
of the national income between the direct producers and scclety

as a whole.

Tt would be wrong however to identify the conditions of such
distribution of the national income with the foxrmation of profit
which performs its specific fumctiod in the plonned mensgement
production. Indeed the discussion of the factors determining the
part of the national income deeigned to meet the needs of the whole
society implies {a) the amount of lsbor used in material produc-
tion, (b) the productivity of public labor, and (c) the correla-
tion between surplus sccumiletion and consumption in +he national

incone. ' N

A discussion of the size and relative level of profits on
the other hend implies the particular method by which the state
industry coemmodities, expressed in prices and designed to meet: the
needs of the whole soclety, are d;vided between the state and the
respective enterprise. This relation is determined by the utiliza-

tion of prefit es a lever of economic accounting.

,

The role of profit in an economic society consists first
of 8ll in the fact thet it serves as an additional stimulus for

the developmei)t of production on a self~gustaining basis. The

rate of profit provided for in the uwholesale prices should as &

rule be pufficient to insure & certein minimum of funds for the
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development of production end the material stimulation of the wWOork-
ers of the particular industry. It should also be kept within
certain limits so as not to weaken +the incentive to economlze on
production and cireulation expenditures. The negative festure of
high profits is that they make it possible for the enterprises to
1ive "an easy life,” to work without exertion and without the full

utilization of their reserves.

Another powerful source of financial accumulation in & so-

ciglist economy in addition to profit is the turnover tax. There-
necssserily imperantive that all the expenses of

every branch of industry connected with the expension of reproduc~

tion be fully covered by their own profits.

What then is the minimum of expenditures to be covered by
the enterprise's own profit? To answer this question it is ne~
cessary to bear in mind the particular purposes for which the
profit is to be used within the industry. There are at least 4 of
them: (1) the accretion of revolving funds of the operating enter=-
prises, (2) capital investments, (3) the setting up of revolving
funds at newly commissioned enterprises, and (&) deductions from

the planned profit in favor of the enterprise director's fund.

The deductions from the planned profit in favor of the
enterprise director's fund are specified (in percent) for every

pbranch of industry. Consequently the problem to be decided is to

what extent each branch of industry is to participste in the fi-

pancing of expenditures required to increase the revolving funds
of the operating enterpriames as well as the financing of its caple-
tal works and the revolving funds for the neirly commissioned en~

terprises.
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Profit should azlso rightfully be expected to insure & mini~
mum accretion of ravolving funde of the operating enterprises. v
As for the expenditures on capital works in the setting up of re-

volving funds for newly commissioned enterprises, it is up to

the respective branch of industry to finance such expenditures with

its own profits. Small as its financing share may be, it would

still serve the particular branch of indusiry as an incentive for

fulfilling and overfulfilling the profit plan and thereby also

for econonizing on expenditures.

Toasmuch as the planned profit level is basically &
mined by consideratioms of expanded reproduction in various

branches of industry,; which are reflected in the growing cepital
and revolving production funds, it would be wrong to establish a

uniforn profitability level for all branches of industry.

In our acturl economic activities we come across a high
degree of differentiestion of the brenches of industry in regard
+o their expenditures on capital works and accretion of revolving
funde. This differentistion is largely due to the following

reasons.

Firast the difference in the teupe of reproduction. Every-
thing else being equal, the expansior of reproduction implies &
fagter rate of development of the industry producing the meens of
production and consequently a larger volume of capitel work in

that industry.

Second the difference in the types of production facilities,
particularly the basic impleuments the cost of which is gradually
reduced and charged to the output through deprecistion. If, for

- 05 -
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example, the correlation between the capital stock and working pro-
duction facilities in the light industry 1s spproximately 1:1 and
in the food industry 1,5:1, then the seme ratie in the metallurgical
industry rises to 3.5:1, in the coal industry to 5.5:1, in the
power~producing industry %o 7:1l, and in the oil industry up to

15:1. Obviously the greater the share of capital production

stock, the higher the expenditures on capital stock expansion

under conditions of the same rate of increase in the output volume.

Third the difference in the turnover rate of working capi-
t2l, The faster the turnover mats of working capital;
the relative need for an increase in working capital. In the light
industry the turnover rate is 1.5 times faster than in the metal-

lurgical industry.

The financing of capital work and the setting up of working
capital at new enterprises cannot be uniform in all branches of
industry. The price level existing at individual branches of in=-
dugtry is directly related to the prices of the other branches of
industry using its commodities. The peculiar feature of the raw
materials, fuel, and pover industries incidentally is that the
output of these industries is in many ways incorporated intoc the
products of various branches of the national economy. Every ruble
increase or reducilon in the price of coal, ore, oil, or electric
power involves an additional several-ruble incresse or reduction
in the prices of other branches of industry. The situation is dif-
ferent in the case of the machine-building, light; and food in-
dustries producing largely finished products which are put to use

without any additionsl industrial processing.

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01 04R0007001 70005-7

That is why fram the point of view of general price level
reduction in the national econocmy it would be right to take a
differentiated approach to the determination of the respective
industry's particular share of financing the capital work and
setting up a working cepital in newly commissioned enterprises,
a smaller shere in the case of raw material, fuel, and power in-
dustries and a lerger share in regard to the meachine-building,

light, and food industries.

Of great importance in the determination of the profita-
bility of any branch of industry, as we shall see further, is the
establishmeﬁt of a value relation between allied and interchange-
able groups of products bearing in mind the econeomic policy prob-
lems involved. <The higher cost involved in the production of non-
ferrous metals, as compared to ferrous metal, is mativated by the
necessity of encouraging the replacement of nonferrous metal by

ferrous metal in a number of branches of:lndustriel production.

In sddition to the mentioned factors, the pz/'ofitability
level is also affected by the peculiar features of production in
various branches of industry involving seasconal and territorial
deviations from the average production cost level. The relatively
higher level of profitability in a number of branches of the food,
dairy, and ﬁéhing industries as well as in certain branches of

the heavy industry (power plants) is due to such deviatioms.

Turnover Tax

Unlike profit, the entire turnover tax is placed at the
disposal of the state, The simultanecus existence of profit and

tuwrnover tax is due to the fact that in view of the deviations of
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prices fram value the prices of commodities of certain indusiries
contein pert of the value created by other branches of the national
econony. Thus the prices of the iight industry goods contaln part
of the value created by the heavy industry. The wholesale prices
on various types of industrial raw materials used primarily for
the production of the means of production are Tixed at a coste
plus-minimum-profit level. In cases where the raw material is
used for the production of consumer goods the state cannot but
recompense society for all its expenses involved in the produc-
tiocn of the raw material, The difference between the public ex-

e e semvy vomd-avsdal dmsemdriiadd an
Eop-Rasad
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expressed in the price of the finished product in the form of fi-

nancial accumulation,

The value of agriculturel raw materials supplied mostly by
the coliective farms accounts for a large part (60-50% of the cost)
of the expenditures involved in the productiem of various types
of foodstuffs end industriasl consumer goods. A considerable part
of the public expenditures on production of agricultural raw ma-
terials is assumed by the state (the work of the machine-tractor
stations, swamp drainage, land reclemation, afforestation, the
supply of high grade seeds and pedigreed stock, pest exterminatiom,
zootechnical and veterinary service, etc). Therefore the total
expenditures of society involved :Ln_ the produéticm of agricultural
produce do not coincide with the values created by the labor of
the collective farmers. They exceed it by the amount (value) of
labor invested by the workers of the state enterprises servicing
collective farm production. However, inasmuch as the prices on
mdusti-ial goods produced fram agricultural raw materials must in-

gure the compensation for all public expenditures involved in their

w%—
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"production, the value created by the workers of the state enter=-
prises servicing collective farm production is realized in the

prices of the goods of the light and food industries.

In addition the prices of industrial goods produced from
agricultural raw materials contain part of the value created by
collective farm production since the fixing of government pro-
curement prices takes into account the objective necessity of the
collective peasaptry's contribution, along with the working class,
of part of their labor toward the satisfaction of all pecple'’s
needs (the development of production, seclel an eultural needs,

state administration, and the country's defense).

The turnover tax is an important instrument for the mobili-
gation and concent_ration in the hendes of the staete of all the fi-
pencisal resources designed to meet the people's uneeds. The ad-
ventage of that imstrument is that it permits the rapid accumula-
tion of these resources, without losses, in the hands of t\he state,
The turnover tax is credited to the state budget imnediately upon
the ssle of goods which prevents the freezing of considerable fi-
nancial funds. The smount of turnover tax credited to the budget
at any given time depends only on the volume and variety of the sold
commodities. Thus the revenue of the state budget from turnover
taxes is not subject to fluctuastions according to the fulfillment
or nonfulfillment of cost reductiom plans by various enterprises

or branches of industry.

The turnover tax is widely used by the Soviet state in the
construction of the price system, The establishment of uniform
prices under conditions of existing differences in the production

costs at various enterprises implies the utilization of the
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turnover tex as an instrument for compenseting such differences in
production expenditures. This is echieved by way of establishing
differentiated turnover bax rates for verious Eroups of enterprises.
Tt is thus made possible for the overwhelming number of enterprises

to operate without e loss while preserving a uniform price.

The following 3 methods are employed in the process of
price formation to determine the turnover tax in the price of com-~
modities: (a) in the form of a difference petween the retail price
minus the trade rebate and the wholesale price without a turnover
texs (b) as an interest rate {percent of wholesale O Te

and (c) as an absolute ruble rate per unit of commodity weight.

The collection of turnover tax in the form of ‘the diirference
between the retail price minus the trede rebate and the wholesale
price without a turnover tax was introduced in 1939 in the textile

industry and wes later extended to a number of other industries.

The esgence of this system of levying a turnover tax con-

sists in the following. The government approves a2 list of whole=-

sale prices, withou® turnover tax, covering the entire nomencla-

ture of goods subject to turnover tax and the list of various re-
tail prices. The statements of account drawn up by the industry's
marketing orgenizations or individual enterprises show the retail
price as well as the vholesale price, without the turnover tax, of
each item. The difference between the cost of a given shipment of
goods, in terms of reteil prices minus the trade rebate, and in

terms of wholesale prices without the turnover tax is credited to

the revepue part of the state budget.
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The advantage of such & system of levying turnover tax con-
sists in the fect thet it mekes it possible %o maintain a rela-
tively similar level of profitability in regard to all the com~
modities produced by the particular branch of industry. The
wholesale prices without the turnover tax are determined for each
item (commodity unit) on the basis of its cost and the planped
profit level. This precludes the possibility of producing
"profiteble” and "unprofiteble” types of goods, as measured by
+the profitability level, which is very important for the improve-
mentj of economic accounting end the successful realization of the

plans in regerd to the range of products.

It should be pointed out however that the collection of
turnover taxes by the methdd of budgetary diffevences involves
certain difficuliies for the fipanciel institutions in checking
the payments of turnover taxes by ‘the economic organizations.
Since the turnover tax rate is different for different manufac-
tures, the checking of such payments frequently reguires a de-
tailed accounting of the entire range of products. Therefore
wherever it is possible to insure a relatively wniform profita-
bility on various groups of products “hrough the introduction of
a relatively small number of differentiated tax rates tlge collec~

;ion of turnover taxes is realized in the form of interest rates.

The collection of turnover texes in the form of interest

rotes is realized in the case of a considerable quantity of mass
consumption goods with a relatively l}mited assortment (motor-
cycles, bicycles, watches, radio seis, phonographs, electric bulbs,
natches, et¢), in regard to building materisls and articles sold

on the open market, and in regard to commodities produced by the
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local state and cooperative industry. The turnover t8x on the mass
consumption goods subject to uniform state reteil prices is as &
rule expressed as a percentage of the final retail price. As for
building materials and articles, only part of which are subject

to fixed reteil prices and ‘the products of the local state and
cooperative industry not covered by uniform retail prices, the
turnover tax is expressed as a percentage of the wholesale prices
which also include the turnover tax. For example, if the whole-
sale price (including the turnover tax) is 1,000 rubles, the turn-
over tax rate is S5%. I this case ihs turnover tex reelized

through the price of goods amounts %o 250 rubles.

In the case of oil products the collection of the turnover
tax is realized in the form of an absolute ruble rate per unit of
weight. The employment of this method of tax collection is ex-
plained by the technical difficulties involved in calculating the
turnover tax on oil products in the form of interest rates since
the wholesale prices on oil products are differentiated according
4o zones. The levying of turnover tax in terms of fixed rates per
commodity unit has not been extended to other goods since that
system mekes it extremely difficult to take into account the dif-
ferences in p:mdizctim costs as well as in the range of products

among different enterprises.

Expenditures Tnvelved in the Circulation of Commodities and Turnm-

over of the Means of Production

The turnover of consumer goods and meaus of production be-~
tween the cities and viliages and among the various branches of the
national econcmy and districts of the country is a necessary pre-

condition for the expansion of sociallst reproduction. The turnover
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of goods within the country includes: (1) circulation of consumer

goods} (2) turnover of production implements among state enter-
prises; and (3) turnover of agricultural materials between the col-

lective farms and the state industry.

The economic turnover of consumer goads and production
means involves additional costs to the socialist soclety and the
compensation for such costs +through the prices on goods. Ve shall
accordingly copsider the handling coste of state and cooperative “
trade, the costs of wholesale marketing of production means, and

the costs of agricultural raw material procurenent.

Ag Marx points out in the second volume of Kepital, handling
costs are by their economic nature nol uniform. It is first of all

necessary to distinguish the so-called "net costs" of handling.

"These are the costs required to convert value from 8 ma-

terial into a monetary form."

Such costs in a hourgeols society include the cost of work-
ing time used up in the purchase and sale of goods, the cosis of
a.dvérbising and bookkeeping, as well as the costis connected with
the circulation of gold emd silver coins. These costs, produced
by a simple change in the form of commodity veiue, do not add any
value to it. They represent a deduction fram the surplus product

crested in the process of production.

Of an entirely different nature are the circulation costs
conditioned by "production processes which are carried over into
circulation and whose productive element is congequently merely
concealed in the form of circulatiom™ (Marx). These are the hendling

costs of commodity circulaticn flowing out of the production process
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(the accumulation of necessary commodity reserves, transportation,
packing, end further handling of goods) which are added to the

value of these goods.

A peculiax feature of caeplialist ecornowy is the increasing
handling cost of goods in circulation, particularly the so-called
net hendling costs. Therein lies the antagonistic contradiction
petween the social nature of production and +the capitalist nethod
of appropriating the frult of production which is peculiar to &
bourgeois soclety. The growing contradiction bebween the increas-
ing productive potential of the indvctry and the dininishing pur-
chasing power of the working masses, under imnerialism and par-~
ticularly under conditions of & general crisis of capitalism, is
conduclive to a higher rate of capitelist costs involved in the
realization of the produced meterial values and in the conversion

of such values from & material into a monetary form.

The socialist pationalization of the means of production

and the elimination of private capitalist elements frem the sphere

of commedity turnover in the USSR created the possibilities for a

sharp reduction of handling costs in cammodity circulation. The
contradictions between the nature of production and the method of
sppropriating the results of production typical under capitalism
is unknown in a sociallst society. The maximun gatisfaction of
the growing material end cultural demands of gociety is the motlve
force and purpose of socislist production. This also precludes
the possibility of overproduction crises and eliminates squander-
ing in the sphere of commodity circulation. The socialist na-
ticnalization of the bagic means of producticn snd the operstion

of the law of systematic end proportional development of the
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national economy enable the Soviet state to plan the commodity
turnover, camodity reserves, and different methods of freight
trangportation on & country-wide scale. The state planning of com-
modity circulation mekes possible the mos:c rational utilization of
material and labor rescurces in the sphere of commodity circula-
tion thereby keeping the handling costs of circulation down to a

minirmum. o

Marx pointed out that “the concentration of production re-
duces bookkeeping costs and such costs are still further reduced

when bookkeeping vecoues & puklic accounving.” I

The destruction of capitelism and all forms of capltalist
competition frees society from the squandering of material facili-
ties end working time which is part of the capitalist trade and
its wed advertising. The concentration of coammodity twrnover in
the hands of the socialist state creatves the possibility of a ra-
tional arrangement of the food distribution network and an econom-

ical use of labor required in the marketing of goods.

The normal functioning of commodity circulation implies the
existence of a permanent reserve of mass consumer goods. The
costs invalved in producing such a reserve (the expenditure of
current and past labor required to meintain such a reserve and
the material losses involved in the maintemance) are the inevitable
costs of a socilalist seclety. These costs however are incomparably
lower than the ones required to meintain a permenent commodity re-

serve in a capltalist soclety.

First of all "the greabter the concentration of public re-

serves the relatively smaller are such expenses" (Marx), Under
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the state organization of foodstuff and material reserves in the
USSR it is possible to take advantage of the high concentration

of public resexves.

The greatest advantege of & socialist economy is the possi~
bllity of limiting the size of comuodity reserves to the actual
requirements of public production and petional consumption while
under capitalism pert of the commodity reserve always lies ldle,
its existence being determined exclusively by marketing difficul-

ties. -

Finally, socialism creates unheard of possibilities for
economizing on transportation costs both by way of raising the
efficiency of all means of transportation and by a more ratiocnal

distribution of productive forces.

It is thus possible to define the following changes in

handling costs made possible in 2 socislist society.

1. The losses sustained in the sphere of commodity circula=-
tion through the capitalist method of producticon are eliminated

(faux frais of cepitalist production).

2. The sbsolute and. relative costs involved in the conver-
sicn of a commodity value from a material into a nonetary form are
considersbly reduced. The plaming of production and circulation
in the USSR permits a sharp increase in the commodity turnover in
wholesale and retail trade, a reduction in the maintemance cost
of commodity reserves, and a reduction of frelght hauling distances
which in burn mesns & considerable economy in trensportation ex-

penses and fewer workers employed in the trade.
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The average commodity turnover in ‘the USSR before World

War IT took less then 30 days while in the US in 1929 it was 96
days and in Geymany 53 days. In 1940 there were 12 trade and dis-
tribution workers per 1,000 population in the USSR, and 40 such
workers in the US. If the small independent merchants were in-
cluded, the number of pecple engaged in the trade and distribu-

tion in the US would rise to 47 per 1,000 population.

3. ‘The structure of the cogts involved in coxmodity
circulation is changed. The expenditures involved in the con=-
version of commedity values from & material to a wonetary form
are reduced and the expenses involved in continuing the produc-

tion process in the sphere of comodity circulation are increased.

We shall cite by way of example the structure of the costs
of retail trade in the USSR existing in 1947 (in percent of the

total),

Transportation expenses
Wages plus extra charges

Rent, maintensnce, and current repairs of builldings and
inventoxy

Storaging and packing of goods {including tare losses)

Commodity losses 6.1
Interest on credit 5.3
Administrative, menagerial, and other expenses _13.h%

Total 100.0

The relatively small share of transportation expenses in the
cost of commodity circulation in the retail trade is brought about
by the chepges which have teken plece since 1939 in the formation

of prices on mass consumptlon goods. These changes stemmed
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perticularly from the introduction of a new systen of cammedity
movement fram industry to the trade network which was FOB delivery

point. As a result all the expenses of transporting such goods

by rail or waterway to the final delivery point were charged to .
the industry. The costs involved in the handling of retaill trade

still include the cost of long distance hauling of only a sumall

part of the goods, mostly those produced by the local and coop-

erative industries and still sold FOB point of shipment.

At the seme time the absolute smounts of these costs are

considersbly -red\zc'ed. The commodity circulation cost as e whole

in the USSR is several times swmaller than in the bourgeols coun-
tries. Thus the cost of handling the sbtate and cooperative retall
trade in the USER in 1940 emounted to 10% of the entire retail
trade turnover while the similar retail trade costs in the US and
England were 25-35% of the retail prices, and in the case of sg-
ricultural products purchased fram the farmers {including the
monopolies' profits) the retail trade costs amounted to 60% of
the retuil price according to the figures of thg US Department of

Agriculture.

The reduction of commodity circulation costs, despite their
relatively low level as compared with the bourgeois countries, is
nevertheless a matter of great importance for the national econoay

of the USSR.

A reduction in the cost of cammodity circulation means, .
first, saving pert of the labor employed in the field of commodilty
circulation and thereby increasing the lebar rescurces available
for materisl production, secénd, the expansion of the sources of

socialist sccumulation, and, third, one of the preconditions (in
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addition to the reduction of production costs) for the implementa-

tion of the Soviet price policy.

The systematic development of the national econcmy implies
the distribution of the means of Production among the various
branches of the national economy and individusl enterprises ac-
cording to the state plan., In contl;aat to the bourgeois econamy
where, in Marx's words, the whimsical game of chance determines
the distridution of the commodity producers and thelr production
implements among the various fields of public labor, such distri-
bution of raw materials, materials 5 2nd prsducticn implements
among the branches of national econcny and enterprises in a so-
clalist society is carried out directly by the state in conformity
with the law of systematic and proportional development of the na-
tional economy. The distribution of the means of production by
the state finds its reflection in the government-approved plans
for the materisl and technical supply of the national ecomomy.

The realization of these plans calls for the creation of specilal
econonic organizations designed to distribute the material resources
and deliver them to the comsumer enterprises {the industry's mar-
keting organizations) as well as for control over their activities.
At the same time considerable material reserves constantly re-
Plenished by the state are required to meintain the uninterrupted
development of the national economy of the USSR and to safeguard

it from sny untoward eventuality. The stockpiling of such re-
serves, their maintenance, snd replenishment is carried out by
special economic organizations equipped for that with the neces-

sary material base.
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The planned material and technical supply of the national
economy as well as thg mailntenance of public material reserves are
not inherent only to secialism, these functions retain their valld-
ity slso in the second phase of the development of the communlst

society.

The peculiarity of the soclalist economy in this respect
is explained by the necesslty of utiiizing commod ity forms and
value forms Tor conbtrolling the proper distribution and use of

meterial resources. This is manifested in the following.

(1) The drafting of plans for the material and techmical
supply of the national economy and plans for the replenishment of

the state material reserves both in material and value terms,

(2) The delivery of raw materials, materisls, and produc-
tion ilmplements Lo consumer enterprises under economic agreements
providing for financial settlements for the delivered cammodities
at wholesale prices, and the application of material sanctions in

capes of violetions of such agreemenis.

{(3) The ruble control over the operations of the economic
orgenizations entrusted with the material supply of the national

econony and the maintenance of state material reserves.

Hence the existing costs of the materisl and technical sup-
ply of the national economy and the casts of maintaining stete ma-

terial reserves.

The characteristic feature of the costs of the materiasl and
technical supply of the national econcmy is that they lergely rep-

resent the expenditures involved in continuing the production
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process 4n the sphere of the turpover of production meens as well
as in ‘the stockpiling of the necesesXxy regerves for the wninter-

jonal econouwy. The expenditures involved

rupted supply of the nat

nancial settlement for the commodities are relatively

in the fi
small.

Thus the expenditures of the Main 0il Marketing Adminisiza-

tion consists of the rollowing (in percent of total).

and unloading 85.0
13.6
1.k

(1) Cost of transporting, loading,

{(2) sStoring and bandling costs

{3) Aaministrative and menagement coste

An economy Of expenditures involved in the waterial and

pational econouy, as well as expenditures
is of exceptionally great

eans the following.

technical supply of the

for storing state material resexves,

importance.

The point is that such an economy
~N

n gtoring and transportation

A reduction of losses 4ncurred 1
an increase in the material resources for

and, by the same twoken,
the national econonmy «

A reduction in irrational bhauling snd by the sane token an

increase in the USSR's gransportation resourcee.

A yelease of part of the workers engaged in servicing the
production.

circulation of material goods for jymediate work and

And an acceleration of ‘the turnover of facllities in the

) pationel econony.
\

s on the procurement of agricul‘aurai products

The expenditure
in the formetion of prices an

sre one of 4he essentiel factors
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foodstuffs apd industrial comodities produced from agricultural

raw materials.

The economic aspect of these expenditures can be divided
into (1) procurement expenditures, (2) transportation expenditures,
and (3) storing expenditures, Procurement expenditures include
the cost of meintaining a procurement staff, documentation work,
and control of procurement operatlons. Transportation expendi-
tures include the costs of delivering the products and raw ma-
terials to the warehouses of the procurenent organizetions or
directly to the industrisl enterprises. The storage coshs in-
clude all the expenses involved in stockpiling products and reavw

materials reguired for the wninterrupted operations of the industry

and the supply of the populetion with foodstufis.

Both the level and strucbure of the procurement expendi-
tures are determined by the conditions of procurement and utiliza-
tion of a particuler type of egricultural product. What is cqmm;m
to the procurement of all agricultural products however &are the

expenditures involved and their transportation and storing.

As was pointed out in the principal report to the Nineteenth
Party Congress on the work of the storing, and marketing agricul«-
tural products are excessively high. This is explained first of
sll by the fact that the staff of the procurement, treding, and
marketing organization is much too inflated and its work is poorly

organized and is not controlled by the ministries.

The government measﬁres on reducing and fixing expenses
iptroduced in 1952 put an end to thie lack of control on the part
of the ministries over the cost of procuring, storing, and merket-

ing agricultural products. A#s a result of those measures it becanme
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ocurement , storing,

staff engeged In the pr
However the poasibilitiea

possible to reduce the

and marketing of agriculturs.l products.

1dersble economy in the costs of agricultural ‘\

ed to their fullest extent.

for effecting & cons
procuxennents have not yet been us

Inaammich as the camodity circulation among the branches of

the national ecORCY, emong the cities, villages, and districts

of the USSR, as well a&s the planned distribution of the means of

production petween the branches of the economy and enterprises,

of the process of expsnded socialist re-

are a necessary feature

production, +the expenses involved in the circulation of copamod l-

ats connected with the material supply of
re included

ties as well &8 the coO

the pational econcuy are subject to compensation and &

in the prices of goods .

In a socialist economy the existence of commod ity circulation

means and the realigation of these
ons, vwhich are guided by

and turnover of production
functions by special econonic organizalti
r o system of

considerations of self-sustaining operations, call fo

profits for the marketing and procumnent orgenizations.

Depending on the nature of the commodity turnover, the costs

of such turnover and the profits of the respective supply, procure-

ment, and trading organizations serve to contribute in various ways
4o the formation of prices on goods. In ceses where the marketing
operations are carried out by the industrial enterprises themselves,

the marketing expenses became an integral part of the cost (the

‘enterprises' marketing costs) end the profit is an integral pext

of ‘the industrial enterprises’ gross profit. On the other band

erations are cerried out by special eco-

and profits produce &

where the marketing op
nomic organizations their expendibures
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special form of extrs charge or rebate which are an integral part
of the wholesale or reteil price (extra charges of the industry's
zharketing organizations, charges of the supplying orgenizations,
and rebates in favor of the wholesale and retail sectors of the
trade. The costs of agricultural raw material Procurements to-
g&ther wilh the profits of the procurement organlzations are ine
cluded in the wholesale brice of agricultural raw materials and
thereby also in the costs of the industry processing such agricul-

turel materials.

CHAPTER III, STATE WHOLESALE ?RICES
ON THE MEANS OF PRODUCTION

State wholesale prices on the means of preduction are
Prices at which some state and ceoperative industrial organiza-
tions sell their products to other state or cooperative organi-

zations for production, exploitation » and construction purposes..

Under conditions of self-sustaining operations every state
enterprise sells its products at state wholesale Prices. It pays
for raw materials, materials » Tuel, and electric power at state
wholesale prices. It accounts for the expenditure of materials
in production in terms of the same wholesale prices. It maintains
1ts financisl relations with the state budget and the credit 5y8=
tem on the basis of the existing wholesale prices. The state thus
uses the vholesale prices as a means of exerting & strong in-
fluence on the financial and economic situation of the enterprises
of the respective branches of industry by stimulating their suc-
cessful,fulfillment of production Plans and a saving of added and

embodied labor.
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The wholesale prices on the commodities of various branches

of industry are not uniform in structure.

In most of the branches of the heavy industry (cesl, timber,
chenical, machine-building, etc) the wholesale prices consist of

(a) the cost of commodities and (b) the profit of the enterprise.

In a number of branches of the heavy industry the whole-
sale disposal of the commodities is con;:entrated in the hands of
centralized marketing organizatians and these organizations as-
sume the cest of transportation of the goods to the final delivery
point (station or harboi'). In such heavy industry branches (cement
and metallurgical) the wholesale prices censist of (a) the cost
of the goods, (b) the profit of the enterprise, and {c) the ex~

penditures and profit of the merketing organization.

Finelly, in such heavy i{ndustries as the oil industry the
wholesale prices of the lndusiry also contain the turnover tax.
In this case the wholesale prices consist of (a) the cost of the
goods, (b) the profit of the enterprise, (c) the turnover tax,

and (d) the expenses and profit of the marketing organizations.

The industries selling their goods FOB delivery point and

peying turnover tax on their goods have 2 types of wholesale
prices, the wholesale prices of the industry and the wholesale

prices of the enterprise.

The wholesale price of the industry is the full and final
price at which the commodities are sold outside the particular
industry. It comsists of the cost of the goods, the profit of
the enterprise, turncver tax (on the goods subject to such a tex),

and the industry's expenditures involved in the marketing of the
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goods (that is the goods disposed of through the industry's mar-

xeting orgenizations FOB delivery point).

The wholssale prices of an enterprise, unlike those of an
industry, consist of the following 2 elements: ‘the cost of the
goods and the profit of the enterprise. Consequently they do
pot include the industry’s expe::_'i_i_t-»re,s jnvolved in marketing the
goods. The wholesale price of the enterprise is the price charged

by the ente pri he industry’s merketing organization.
Diannine as & Criterion for Price Determivation

As we pointed out above, the reimbursement of an enter-
prise'’s expenditures on commodity production is the first ele-
mentary prerequisite for reproduction. Cost ‘is the basis of
price. The determination of stete prices on +the mesns of Pro-

duction therefore pegins with cost planning.

When speaking of the determination of prices, Ve have in
mind (a) the getermination of the general level of prices on the
goods of the perticular industxy, and (b) the determination of

prices on aifferent types of mapnufactures.

Tmplied in the first cese is the plenning of the cost level
of the commodities of the industry as & whole, and in +the second

case the calculation of the cost of different types of manufac~
p .

tures. Any large scale revision of these prices pust slways in=-

clude these 2 features.

In the event that prices are dqtermined on the basls of
the costs exlisting during a period already approved by the plan,

all jcalculations to determine the prices ‘are based on the data
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approved by the plen. If the period used as & basis for the de-
ternination of prices is not covered by an approved plan, the de-

termination of prices takes into account the elements of the planned

cost of the industry commodity output. Such calculations begin

with the planning of production costs. This plan consists of the
foilowing expenditure elements: (1) the cost of raw materiais,
meterials, semimapufactures, and completed manufactures; (2) the
cost of fuel, electric, and thermal power; (3) wages and the extra
cherges on them; (4) amortization deductions; (5) the wear and
tear of nondurable apd low cost instruments and inventory; and

(6) other financial expenditures.

The cost of production thus determined cannot however be
used as a direct basis for the determination of the gemeral level
of prices on the commodities of the particular industry. First
of all, not all the costs specified in the plan are actually con-
nected with the production of the category of goods for which the

prices are determined.

We know that certein depariments of an indusirial enter-
prise may, in addition to their mejor functions, perform certain
work which has nothing to do with theikr production program. Thus
the labor force of production depertments may be used for major
repairs to buildings epd instellstions. The expenditures involved
in such jobs are reimbursed from & special, independent source,
the amortization funds designed for capitsl repeirs, The trans-
portation department of an -enterprise, which is maintained by
genersl plent funds, may offer its services to nonindustrial sec~
tiona of the parﬁicular plant or to other plants. The cost of

these services is not included in the gross output of the plant
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but is rcim'uursed from special income sources. The designing bu-~
reaus a.nd.;laboratories of a plant may perform certain work not
materialized in the shape of finished products (planning and de-
signing and laboratory analyses for other enterprises and or-
ganizations, etc). The costs involved in such services, inasmuch
as they are not embodied in the plant's commadities (so-called
services not included in the gross output ), should be deducted
from the cost of preduction. When the cost of services not in-
cluded in the gross production output is deducted from the cost
produciicn we g

+ the smount of the plant's gross production cost.
{

But this index is still inadeguate for purpeses of price
formetion.  When speaking of the source of income of a plant or
branch of industry we always have in mind the realization of com~
modities, thet is, such commodities thet cen be sold at fixed
prices. The gross producticn output however includes, in addition
to cemmo@ities , elements of uncompleted production. To maintain
an uninterrupted production process, +the enterprise must always
have a certain reserve of semimanufactures, parts and compenents,
that is, it must malintain a certain level of uncompleted produc-

tion.

The expenditures involved in prod/ucing the elements of un-

completed production in the planning period should be deducted
from the total plant cost of gross production since such‘ expendi~
tures are not connected with the creation of commodities in the
given plan period. At the same time pert of the coumodities will
be obtained during the plan period from the reserve of uncampleted
production accumulated in the pericd under consideration. Ob-
viously the cost of the reserve of uncompleted production created

in the period under cemsideration and used to produce commoditles
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in the plan period must be added to the plent cost Oof gross pPro-
duction. Consequently, in order to change from the cost of over-
all production output to the cost of the commodities, the cost of
factory gross production oubput has to be changed to account for
the difference in the volume of uncempleted production between the
end of the plan year and its beginning. The accretion of uncom-
pleted production, valued at cost, should be deducted ard the de-

crease in uncampleted production ghould be =sdded. )

The introduction of new products into production usually
preperations; the design-
ing of the products, the working out of technological processes,
the production of experimental models of the products, etc. The
casts involved in the injitial production of new products are re-
jmbursed over a period of up to 2 years from the time the first
products are made, diy‘ided evenly according to the ountput of the
new products. li‘Thue the costs and reimbursements, as in all other
cases desling with so-called "future costs ,.“ do not coincide in
time. The costs of mastering new production during a given plan
period are excluded fram the plant costs 1f they are not reim-
pursed within that particular period. On the other hand the cost
of mastering the production commodities in the past years, charged
te the commodity productim' of the current plan period, should be

added to the gross outpub volume at factory coste.

Thus to change fram the cost of the gross preducticn velume
to the cost of cammodities account should be taken of the balance
of expenmditures invelved in the mestery of the nsw preduction.

If the amount spent to master the new productian during the plan

period is larger than the reimbursement, the aifference is to be
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deducted from the gross production costs. If the reinbursenent 1s
larger than the expenditures, the difference is to be added to the

grosa production coste.

The factory cost of commoditles is determined as a result
of such precise definitions. To campute the full cost of coaumodi -
ties, the nonproductive expenditures of the enterprise connected

with the marketing of the commodities should be added.

N

in a general way the system of - computing the full cost of

conmodities mey be outlined in the following way.

1. The costs of raw meterials, materials, semimanufac-

tures, and finished products comprising the output.
2. The costs of fuel, electric, and thermal power,
3. Wages and the extre charges on them.
Y, Awmortization deductions.

5. The wear and tear of nondurable and inexpensive instru-

ments and inventory.
6. Other fipancisl expenditures. . s
Total production costs.

Services not included in the over-all commodity output

T
{to be deducted).

Total factory cost}s of gross production.

8. Incresse (decrease) of uncompleted producticm, remaining

stamping facilities, models, and instruments proguced on the spot.
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9. The balance of expenditures involved nmastery

production of new types of commodities.
10. Nonproductive expenditures.
Full cost of commodities.

The difference between commodities valued at the wholesale

+azminas the ameunt of

1 a8
v QWS UTCTaas

prices of the enterprise eand ithe c&s

profit.

The smount of profit included in the full cost of commodi-~
ties detemrmines the profitabllity of the particular product made
by the industry. The same calculations can be mede in régard to
the mein administrations and the most important enterprises in-
cluded in the respective ministries. This will make it possible

to determine with still greater precision the direction and scale

of price changes.

A revision of prices however implies not only the deter-
mination of the general direction and scale of price changes but
also the fixing of prices on different products. This work re-
quires the supplementing of the total econamic calculations for

the industry as a whole with the calculated costs of different

products.

The calculation of the cost of a single product hes its
own peculiarities as compared to the planning of the cost of the
entire commodity output of an enterprise or of the industry as &

whole.,

As mentioned above, the total amount of production costs

4in the plan of an enterprise or an industry is differentiated
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P

of the labor process, instruments

eccording to the basic factors
the object of labor (expenditure of raw

of lsbor (amortization) »

materials, materials and fuel), and lebor itself (wages). The

only complex expense {tems which caunot be reduced to primary

economic elements are the miscellanesus expenses for services con- e

nected with production manegeuent.

The situation is different in regerd to +he determination

of expenditures per unit of production. In this case all the ex~

i1tures of an enterprise are by their economic nature clessi-

panditur
fied into 2 groups, (1) experditures embodied in a perticular coum-

modity, end (2) expenditures involved in the production s & whole.

Thie classification of expenditures is determined by the very na=

ture of the organizetion of the production process in modern in-

dustry, and it cennot be sbolished by any particular system of

calculation., That is vhy the couplex expense ltems are very inte

portant in the calculation of a comsodity unit in contradistinction

to the expense estimate of the whole enterprise or industry. In

this case the amount of expenditures included in the camplex items

can be detenn:med for every 4ndividual product only by an oblique

and conditionel method.

The peculiar characteristics of the eccnomy of different

pranches of industry are reflected in the nomencleture of the ex-

pense items used in the calculation of commodity costs.
Thus & standerd nomenclature of calculation items in the

machine-building industry may ve described as follows.

1. Raw and basic materials.
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2. Auxiliary materials used ir the production of certein
products.

\

3. Semimsnufactures including the products and services of

cooperative enterprises.

4. By-products (the cost of so0ld by-products deducted from

the amount of the above listed material expenditures).
5. Fuel used for technological purposes.

Energy ussd for technelogical purposes.

7. Weges paid in connection with (basic) production.

8. Auxiliary wages.

9. Deductions for social insurance.

10, Costs of mainteining and servicing the equipment and

work benches.
1l. Plant shop expenditures.
12. General plant expenditures.

13. Expenditures involved ir preparing for and mastering

the production of new types of commodities.

14, The wear and tear of stamping instruments and special
purpose facilities.

15. Special expenditures.

16. losses through rejects (in current calculations).
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expense items represenis factory

The sum total of all these
lus the nonproductive expenses represents the

costs, <IThat sum D

full cost of commodities.

As regards reimbursenent, the expenditures 1isted in the )

calculstions may pe conbined into the following groups.

{(e) The expenditures which may not only be added to the

cost of o cercain type of product bub also to a given batch or

unit of commodities. smong ‘them are the expenditures provided -
for by the following colculation ltemsd ravw and basic materlals,

cuxiliory saterisls used in the production of certain memufac- —]

ufactures combining the product
fuel used for technological

tures, semiman s and services of

cooperative enterprises; by-products,

purposes, eDersy used for technological Purposes, wages paid for
pagic production, special expenditures axcept those jncurred in

connection with special experiments made o0 @ selective basis,

and losses +hrough production rejects {as applied to intraplent

rejects).

{v) The expenditures which may be added to the cost of &
¢ but not to the coast of & given vatch of
Among these are the expenditures PO~

expenses involved

certain type of produc

goods or & camodity unit.
the following calculation items?
ery of the production of new types of

ruments, stemping and spe«

vided for in

in the preparation end mast

commoditiess the wesr and tear of inst

cial~purpose facilitiesy and losses through rejects (of finished

goods) .

(c) The expenditures which cannot be added to the cost of

a certain type of product {nasmuch as they are related to the
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service and administra ative end of the production process &8 a
whole. Among them are the expenditures provided for in the fol-
ilowing calculation jtemss additional wages, deductions for so-
cial insurance; expenditures involved in the maintenauce and serve
icing of equipment and work benches including the money spent on
euxiliary materials not directly connected with the production of
commodities; plant shop expenditures, general production expendi-

tures, and nonproductive expenditures.

Obviously there is nothing vague about the method of reim-
vursemente in regard to the first group of expenditures. The situ=-
ation is somewhat more complicated as far as the second grwp is
concerned. Inasmuch as these expenses cannot be added directly to
the cost of a given patch of goods Or a commodity unit, & special
method must be devised to distribute such expenditures among the
various products of a given type of commodity. The cortrivance
of such a method is nqt connected with +he solution of any complex
methodological problems. The basic requirement of such a regula-
tion to be devised by the ministry is that it should insure the

even distrivution of expenditures per commodities and preclude the

posaibility of "the enterprise’s artificial changes of the cost

jevel through the arbitrary defrayal of expenses over a period of

time.

As for the third group of expenditures, the method of their
distribution among variocus types of commodities pcses one of the
most complicated problems of calculating the costs of cammodities.
The initial step to be taken in the solution of this problem 18
the consideration of the economic purpose of the particular type
of expenditures, that is, to vhat particular feature of the pro-

duction process Or circulatien they are chiefly related. With
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this methodological premise in mind, the complex expenditures
1isted in group 3 can be distributed among different comnodities

as follows.

(a) In proportion to the basic production wages (addi-~
tional wages, deductions for sociel insurance, plant shop ex-
penses, general production expenditures) , since the major partc
of the expense: included in this account is fixed in proporticn
to the number of production workers or o the PEFIOL (+he

pumber of engineering and technical workers and junior service

personnel, expenditures on the protection 6f‘labor, etc).

(b) In proportion to the time the equipment is under ex-
ploitation {the cost of maintaining and servicing the equipment

and work benches ).

{¢) In proportion to the volume of goods valued at factory

cost (nomproductive expenditures).

The determination of the cammodity cost level begins with
the drawing up of a calculation report on & commodity. Such cal-
culation however should be considered only as a means to the cor=-

rect determination of the planned cost.

The calculation of the cost of the same commodities produced
by verious enterprises nelps to define the necessary conditions for
progressive production on which all the enterprises of 2 particular

industry should be oriented.

To meke the cost calculation of the same commodity produced
by different enterprises and the plan calculations comparable with

each other so that an analysis of them may produce the right
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conclusions, the following 2 conditions should be observeds: (1)
& full comparability of the commodities, and (2) a similarity of

the applied calculation methods.

An elementary preliminary condition to be observed in
analyzing calculations is the verification of the comparability
of the commodities by the O0ST @bshchesoyuznyy standart -- All-
Union Standargj or technical conditions under which the commodity
iz preduced, the classification of coammodities into couplete sets

of products, and the range of quality.

Obviously the celculations of the cost of the same machine
cannot be comparable if, for example, in one case the cost of the
product includes the cost of the motor while in another case such
cost is not included or if in one case the calculated cost ap~
plies to the average quality and in another to first grade,
Wherever such incomparabilities are found, the calculations
should be changed to make them compareble. An incomparability
of calculations for the same commodity may emerge when different
calculation methods are used. For example, if the cost of pro-
ducing semimanufactures in one plant are distributed according to
their respective component items (raw materials, wages, shop, snd
general shop expenditures), and in another plant these same ex-
penditures sppear as a complex item, a comparison of the various
component items of these 2 plants becomes practically impossible.

For this reason it is extremely important to insure a wmiformity

in the calculation of commodity costs in all the enterprises of a

particular industry.

The wholesale price in industry is formed on the basis of

industry costs which reflect the socially necessary conditions
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for cammodity reproduction in the particuler branch of induastry.
Does this mean that the tem industry costs simply wmeans ‘the aver=-
age actual cost existing in a given industry? Of course not. A
wholesale price bullt on that would have lost its progressive sig-

nificance since it would have applied to the technical progress

of the particular industry and not to its future, to what has al~

ready been achieved, and to the past of that industry. That is
why in determining prices it is mnecessary toc proceed from an in-
dustry cost oriented on progressive technology and progressive
production wmethods already applied by leading enterprises tﬁat
could be extended to the overvaelming majority of the industry's

enterprises.

From this it follows that the determination of prices im-
plies the promotion of progressive tendencies in the economy and
technology of every branch of industry and the finding of re-
serves for reducing vhe cost of goods. The problem of deter-
mining :Lnrlu.s‘t:c'sr costs as a bagis for price formation calls for a
concrete analysis of expenditures by the enterprises producing a
particular type of commodities. First of all it may be found
during the calculation of the wholesale price that the distribu-
tion of orders for the production of a given type of commodity is
jrrationsl and that enterprises with inadequate tgchnical equip=-
ment have been enlisted for the production of those cammodities.
Can the increased expenditures of such enterprises affect the for-
mstion of industry's costs? Obviously not, since such expenddi -
tures cannot be accepted in principle as soclally necessary. They

represent losses to society, losses of labor and material resdources.
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Further, the enterprises producing comodities msy include
some which have Just begun the production of such commodities. Re~
flected in the production costs of such enterprises will be the
temporary charscteristics peculiar to the initial period of produc-
tion, nemely (a) higher expenditures of rew materiels due to the
still inadequate mastery of the technological process, (b) a de~
parture from the estimated labor consuming norms resuliing in a

relatively high payroil, end (c) great losses through rejects con-

nected with the continued improvement of the technological process.

The increased expenditures oF
characteristic of the actually necessary expenditure level,
Formed on the basis of such costs, the wholesale price would not
reflect the real production conditions of a given iype of com-
modity, would lead to unjustifiably high profits, and act as &
brake on the development of productien. Thus it seems to us that
when permanent pricee are determined for a number of years, the
higher expenditures of enterprises which Tirst began the production
of a certain type of commodities should not be included in the in-

dustry cost.

We shall now proceed to & description of +he basic calcu-~

items in regard to commodity costs.

"The costs of raw material, basic materials, semimanufac-
tures, and components” are determined chiefly by (a) expenditure
norms, (b) applied prices, and (c) the sun totel of transportatian

and procurement expenses.

The composition of component products is determined on the

vasis of specifications approved during the planning of these
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products and conforms to the prescribed standards of producing coui=

plete unite.

The expenditure of raw materials, basic materials, and
semimanufactures is determined on the basis of approved expendi-

ture noms.

The norm of raw meterial and material expenditures depends
in the final analysis on the following 2 factors: on the so-called
net weighit of the product (the amount of raw material and material
contained in the finished product) and on the losses sustained
during the processing. From this it foliowe that an econamy of
material expenditures can be effected, Tirst, in the reduction of
the material content of the products by way of selecting the most
economical construction and, second, by the reduction of raw ma-
terial and material losses in the process of their treatment. The
experience of the leading workers in the machine-building industry
réveals a variety of methods of solving those problems. Thus the
Ural heavy machine-building plant achieved a substential reduction
of material expenditures in the production of rolling mills by
selecting the most economical procurement methods. The "Krasnoye
Sormovo” plant chose as its best method of economizing material
expenditures in shipbuilding the maximum standardization of parts
and assembly components which made it possible to organize their

large scale serial production with a minimum loss of metal during

the treatment of such parts, The Kolomna locomotive works found

~

it possible to effect large material savings by a rational method

of laying out ferrous metals for rolling.

It is obvious thet the planning of material expenditure norms

should take into account everything new that has been developed by
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ative initiative of the workers in jeading enterprises in

the cre

thelr struggle to economize on material expendibures. The expendi-

‘ture norms established for various types of products must strictly

conform to the approved technological process. The practice of

including additional materials in planning the production of

various commodities to cover possible digressions from the tech-

nological process, still in use at a number of industrial enter-

prises, should be abolished as & wrong and haymful praciice since,

first, it encourages excessive expenditures of raw and other ma-

terisls not reguired by the production technology and, second,

PRI

it legalizes violaticus of technological disci 1line.
The possibilities of effecting savings 4n the cost of raw

materisls, wmaterials, semimanufactures, and components through

the medium of prices consist, first of all, in the most rational

use of raw materials, materials, and fuel fram the point of view

of their price correlation. Every price list shows the additional

charges for the delivery of goods, by special demand of the buyer, .

if such deliveries {nvolve a departure from the normal technical

production conditions. At the same time the correlation of prices

of interchangeable groups of products is fixed in such a way as

to encourage the use of mass-produced goods the output volume of

which is large enough to meet the requirements of +the national

econcmy and to ‘reduce the demend for deficit goods.

The rational cholce of raw materials and materials thet

would insure the most economical production of goods can ‘thus be-

come a8y important factor in the matter of saving meterial expendi~

tures and reducing the production cost of goods. This economy

ly to individual enterprises using the particular

would apply not on
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type of raw and other materials but also to the entire national

economy since it reflects a more efficient utilization of material

resources .

To be added to the elements of saving material expenditures
are the increased receipts from the sale of waste products. The
cost of raw end other materials is computed after the receipts
from the sale of waste products have been deducted. It is the task
of the industry not only to reduce to the minimum the emount of

waste products but also to make the most rational use of the avall-

able by-producis. The waste products 1is approved price lists
are sold at prices fixed on waste products which have been sorted
and made into "liquid assets." The other waste products are sold

for whatever price they can bring in.

A reduction in the exp_end.iture of raw materials and other
important materiels used in production can be achieved also by a )
straight reduction in prices. Since the influence of large scale
price changes in the nationel economy on the cost of industrial
production will be discussed seperately in comnection with the
esteblishment of a balance of values, we shall confine ocurselves
here to the consideration of so-called current price changes in
calculating the cost of various comuodities. The issue under cone
sideration is, first of all, the introduction of new types of rew
and other materials snd components the prices of which are fixed
for a certain péricd of time by agreement of the contracting
parties. The reduction of the temporary prices stipulated in the
agreement will reduce the expenditures of the enterprises using
the newly introduced types of raw materials, materisls, and com-

ponents and will et the same affect the expenses of the enterprises

-1 -
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mastering the production of new commedities encouraging then to
reduce the time required to get the new production undervway and
the losses involved in the process. Therefore the control over
the prices charged by the suppliers with a view to thelr reduc-
tion is of érea‘b progressive importance for the calculetion of

plan figures.

From an economic point of view the industry's procurement
expenditures may pe divided into the following basic expense clas-
sifications: {1} met procurement costs, {2) transportation costs,

end {3) storesé expensess The net procurement costa représent
the purchase cost of raw and other materials, semimenufactures,
fuel, etc acquired by enterprises Or gpecial procurement (supply-
ing) orgenizations. Thege expenditures include the cost of main-
taining a procurement (suppl;fing) steff, documentation costs, and
the expenses jnvolved in the nanagement of procurement operstions.
Transportation costs include the expenses involved in the delivery
of raw materials, materials, etc to the warehouses of the indus-
trial enterprises. Included in the storage costs are all the ex-
penses required for s‘bockpiling and maintaining the necessary na-
terial reserves for the uninterrupted operations of industrial

enterprises.

An important source of econcmy in the industry's expendli-
tures for procuring ravw materials, materials, fuel, and campopents
18 the reduction in the number of superflucus pranches of its sup-
Ply apparatus. The camputation of the procurement expenditures in
the plan ecalculations should be baszed on the cost of ¢ransit goods
as ‘the major method of procuring the necessary TIaw meterials, ma-

terials, fuel, end components by an enterprise. The acquisition
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of raw and other materials from the industry's marketing or supply
vases should be taken into account only when the procurement volume
18 below the fixed transit norms, snd in such cases the additional
expenditures of only one branch of the marketing or supplying or-
ganization are to be reimbursed. Thus the plan celculation must
be based on the rational movement of goods which precludes e mule
tiplicity of branches of the industry’s merketing end supplylng

apparatus.

A saving opn transportatlion expenses, an inmqﬂgnt element
in the industry's procurement operations implies first of sll =
reduction of the hauling distance of raw materials (materials,
fuels, etc) betveen the supplier and consumer. As & basis Tor
the deternination of wholesale prices, the plan culculation camot
be adjusted to the actual conditions of btransporting raw and other
materiasls which are naturally reflected in the existing short-
comings of the industry's supplying and markebing organization

as well as in the freight heuling by various types of transporta-
tion. Trensportation distence must be determined on the basis of
s rational haulage system covering different types of fréight.
Transportation expenditures in addition to the distance factor

_can also be deternined by the choice of differemt types of trans-

portation. The transportation rates that come into being as a

result of the 1949 reform in wholesale prices and rates and their

subsequent reduction provide for 2 relatively lower cost of freight
heuling by river transportetion along lines running parallel to
railroad lines, Thus the freight rates in use since 1 Jenuary 1949
established the following ratio between the hauling rates by rail

apd river transportation.
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Relation of river
hauling rates to
railroad rates
taken as ope unit
0.81
0.75

Lugber (transported on 0.84
vessels)

Mineral and construction 0.56
materiels
This means that, all other freight hauling conditions being

squal, preference should be given te river transportation.

In the case of short distences it is expedient to make use

of truck transportztion both Lrom the point of view of the ra-
tional utilization of the railroad roiling stock and the saving

of the consumers' transportation expenses.

The existing transportation rates, in addition to the basic
ton-kilometer freight rate, are in a number of cases prohibitive.
The purpose of that is to discourage the freight shippers from
using uneconomic transportation lines and to encoursge their ef-
ficient utilization of different types of transpertation. The
payment of such prohibitive rates is equivalént to unproductive
expenditures. Therefore, the payment of exceptionally high trans-
portation rates should not be‘ included in the calculations of the
plan, It seems to us thet 4these unproductive freight hauling ex-
penses should not be charged to "the cmrsignees gince they indicate

a poor organization of freight shipment on the part of the shippers.

The expense items under the hesdings "fuel for technological
purposes" and 'power for technological purposes” include the ex-

penditure of every type of fuel and power used for the production

- 135 -
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of specific commodities (for example, fuel used for the production
of power, electric power used in elec‘brochemical prcduction 3 etc).

The cost of fuel and pover used for servicing the equipment
and work benches 18 chargesble to the respective calculation itens.
The mejor factors governing +he reductions in those items are the

same as in the cage of rav and other materials.

The expenditures under the item "pasic producticn wages,"
chargeeble to the unit of production, are determined by the anount
o_f 1ebor time required for the production of a given comodity,

onnl payments above N

the average pay rate per work hour; and 8dditl
capes where such payments can be charged

the basic pey rate (in
4o specific commodities)e.

The emount of labor time required for the production of a
certain commedity unit does nat apply to every enterprise in equal

Reflected in that time
the qualifi

MEASUTEC. are the technical equipment levels
of different enterprises, cations of the 1ebor force,
the organization of the technological process, mepagement and pro-~
cal avwareness and creative

duction services, the growing politi

and the development of socislist conm-

ors of lebor productivity in

ime norms (labor

activities of the workers,

petition among thems A1l these fgct

embedied in the working b

soclalist industry are
s & basis for the computation

consuming commodities ). Serving &

gtinates, these norms must be_progr%sive

of wages in the plan e

eading enterprises, shops, and

ges of a particular
achieved.

apd adjusted to the experience of 1

brigedes, thereby stimlating all the enterpri

i{ndustry to reduce expenditures pelow the level already
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A number of industries employ the practice of including all
the mdditional wege payments in s single labor fund determined on
the basls of the norwal technological process to show that di-
gressions from the technology of producing standard quality come-
modities are allegedly inevitable. Such practice is wrong inasmuch
as it lessens the importance of cost planning in the struggle for
the introduction of progressive technology into the national econ~

omy.

Therefore the determination of labor time required for the
‘‘‘‘‘ production of & commodity unit should not include any additional ]
expenditure of labor time occasioned by violations of technological

discipline.

Since the wvage rate is related to the qualification level
of the labor force engsged in the production of the commodity, it
is very iwportant to have the cammodity under consideration pro-
duced by workers qualified for it. In certain plants of the ma-
chine~building industry it is not uncommon to see highly qualified
workers used for the production of relatively simple products re-
quiring little skill to produce which' results in unjustifiably
high wages. Such unnecessary practice should not be included in

the plant estimates.

The expense item "additionsl wages" includes all types of
supplemental payments to wfkers and employees for time not spent
in actual prodizctidn s including leave pay, compensation for unused
leave, payment to nursing mothers when not at work, and payment
for time spent for other state duties. This expense item includes
also all types of premiums and wage buﬁuaea which cannot be charge-

sble to the production of any perticuler commodity. These expenses
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are charged to the cost of coumodities in proportion to the basic

production vages.

The expense item "deductions for social insurance" consists
of the deductions made in favor of the sociel insurance orgeniza-
ticns. These expenses represent a fixed percentage of the basic
and supplemental wages of the production workers and are charged

to the cost of commodities in proportion to the basic production

wages. -

The expenses involved in the maintenance and servicing of

<02

equifgé;:.fﬁ and work benches represent expenditures required Tor

the normal functioning of the production facilities. These con-

sist of (1) wages, plus extra charges, of the workers employed in

servicing the equipment, (2) cost of materials used in the main-

tenance of production equipment (lubricants, cleaning materie)ls ) ,
fireproof materials, clamps and small spare parts, etc), (3) the

cost of current repalrs to the production equipment, (%) amortiza-

tion of production equipment and trensportation facilities, (5)

wear and tear of inexpensive and nondurable instruments and inven-

tory, snd (6) electric power and water for production needs.

The purpose of all these expenses is to insure the uninter-
rupted operation of the enterprise. The savings achieved 1n these
expenses is chiefly due to the fact that the rate of pro:’iuc‘tign
expansion is faster than the rete of incressing meintenance cosis

which leads to a systematic reduction in the coet of a unit of

preoduction.

Unlike the expenditures an materiale and basic production

wages, the expenses involved in keeping the equipment going cannot
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be directly chargesble 1o the produced commodities. They can be
distributed only indirectly. The criterion for distributing the
expenditures connected with the operation of the equipment among
varigus products is the time the equlpment is used for the pro-
duction of a particular type of product and the fixed costs of

maintaining and servicing the equipment per uwnit of time.

Shop and plant expenditures include the cost of maneging
the shops, the enterprise, and of servicing their operations as a

wnole.

The shop expenditures consist of (1) wages and administra-

tive expenses of the shop personnel (engineering and technical
3

workers, employees, Junior service personnel, and auxiliary worke
ers), {2) amortization, currvent repair, and maintenance of the
major shop equipnent, {3) wear and tear of the inexpensive and non-
dursble shop inventory, (4) fuel, power and weber for heating,
lighting and other econcmic needs, {5) the cost of wmaintaining shop
laboratories, (6) the cost of protection of lebor, special work
clothes, and food, (7) shop expenditures in connection with ra-

tiopalizetion and inventionm, and (8) miscellaneous expenses.

The general production (plent-wide) expenditures consist of
(1) weges end sdministrative expenses of the plant management, (2)
amorbizafbion, maintenance, and current repairs of +he basic plant
pacilities, (3) maintenance of plant warehouses, {4) the cost of
labor protection on & plent-wide scale, (5) the expenditures in-
volved in the recruitment and treining of the labor force charge~
able to production cosis, (6) the expenses of the plant as a whole
connected with rationelizatiom, inventions and scientific research,
(7) the maintenance of designing buresus, (8) interest on credits,
and (9) miscellsnecus expenses.
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& administretive and managenent

The major pert of the plant'

expenses consists of shop and pla.nt-wide expenses . All possible
pavings that cen be mede opn these expenses are of great progres-—

give importance for the natlional eCcomony because, in addition to
gaving considersble amounits of money, they are conducive to bring-
ing order into the administrative apparstus of the enterprises and

liquidating all gorts of excesses.

The following are the mejor saving factors in regard to

shop and plant-wide expenditures.

i. An incresse in the volume of production which (up to &

certain extent) can be schieved without a corresponding increase

in shop and plant-wide expenditures. For exsmple the total pay-

roll and administrative expenses of the plant and shop management,

amortization; repair, and meintensnce of the basic facilities re~

or show &n insignificant increas

In this sense 1t is the accepied prac-

main the sane e while the scale of

production is stepped uD.
e the shop and plant expenses to di

penditures, that 1is, expenditures that do not incresse in direct

proportion %o the growing volume of production.

tice to charg sproportional ex-

o, Streemliring the administrative apperatus and reducing

its cost is the secand seurce for reducing shop end plant expendi-

fures. In this respect it is very important to eiiminate the exX-
1y the excessive

the administrative spperatus perticular
ectors and shops which tend to in=-

cesses from

subdivision of the production 8

ures and complicate the psnsgement of

flete expendit producticn.

3. The liquidatior of unproductive expenses, particularly
1ive up to agreements petween suppliers and

fines for fallure to
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buyers, increased expenses involved in the use of loans as a re-
sult of the feilure to keep the conmitments to the state bank,
demurrage charges for railroad cars and ships, losses sustained

through a shortage or gpoilage of goods, materials, etc.

The costs of preparing and mastering the production of new
types of commodities consist of expenses jnvolved in the planning
and designing of new products, the development of the technologic-
al process for its production, the plamning and Vdesigning of spe-
cial instruments, the planning and ssteb
norms, replanning, rearranging the equipment, the testing of ma-
terials, semimanufactures, instruments and facilities for the pro-
duction of the nevw commodity, as well as the preparation of an ex-

perimental model of it.

As mentioned above, these expenses are defrayed over &

period of up to 2 years, beginning with the changeover to serial

or mass production of the new commodities, by charging them pro-

portionally to the respective type of commodity .

The determination of expenditures involved in the prepara-
tion and mastery of the production of new types .of c@oﬁties ’
chargesble to the unit of production, should take into account
the possible essential savings on this expense item through the
rational utilizetion of the already availeble experience in the
production of similar commodities at other entezvprieés. Since
tbe cost of preparing and mastering the production of new types
of goods, chargeable to the unit of productiom, axre inversely pro-
portional to the total quantity of goods to be produced while
these expenditures are defrayed, it is very important to determine

precisely the velume of goods to be produced during that period.
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This is especially important in calculeting the cost of goods under-
going rapid modernization. An inaccurate estimate of the produc-
tion volume of the new commodities in the first 2 years may in one
case produce higher profits and in another result in unjustified
losses due to the failure +o deduct the cost of preparing and

mas‘}.ering the production of new types of goods.

The expense item “wear and tear of instruments, stanping
facilities, models, and specilal-purpose facilities” reflects the
defrayal of the cost of instruments especially designed for use€
" in the production of certain types of goods. The defrayal of the
depreciation costs of instruments, stamping faéilities , models,

and special Purpoee facilities is usuelly entered in a special

appropriation account where the cost of gselecting the instruments

apd their durability is takem into account.

The possible savings in this expense item consist, first,
in the reduction of the cost of making the instruments, stamping
facilities, models and other facilities, second‘, in improving their
quality which will also lengthen their time of service, and third,
in the utilization of the remeining instrument facilities which
had been designed earlier for the production of goods now discon-

tinued.

The "specg.al expenses" item applying to gerial and mass
production shows expenditureé involved in the production of goods
by special order (the cost of documentation, models, stamping,
and other facilitieé , as well as the cost of assembling and test-
ing). This expense ltem includes also the costs of special tests

in serial and masé production.
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Since the costs of special tesis account for a considerable
part of the production costs, they must be strictly apportioned in
agreement with the buyers' apparatus which receives and checks the
quality of the finished products. Excluded from the plan estimates
should be the costs involved in the tests wade by the suppliers
above the established norms as a result of the inadequate control

of the quality during the production process.

The nonproductive expenditures include the cost of market-.
ing the goods by the enterprise. The smount of such costs depends
on the conditions of the delivery of the goods. Such expsnditure
are smallest in the industries selling their products at the place
of production (for example, the brick plents which sell their
products at the plant warchouse). These expenses are highest in
enterprises which must deliver their products to the consumer.

The major sources for saving on nonproductive expenditures are
(2) a reduction in freight bauling costs to be achieved by more
retiopal movement of goods between the supplier and consuuer,

(v) a saving in the cest of loading and unloading the goods by
mechanizing loading and unloading operations, {c) a saving in the
cogt of motor vehicle transportation by eliminating idle time and
a fuller utilization of transportation facilities, and (d) a re-

duction in storage costs by shipping the finished products on time.

Planning the Whpleaale Price lLevel and Value Relations

Fram the preceding description of the structure of whole-~

sale prices on the meens of preduction it follows that they are

determined in the final analysis by cost and profit. Consequently
when proceeding from production cost 40 ‘the wholesale price the

formetion of profite should be taken into account .
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Unlike the mass consumption goods, the overvhelming part of
the means of production is used within the limits of the state
econamy. In this case there is no such thing as an exchange of
goods. Production facllities are not removable and their owner-
ship is not transferable. For this remson the wholesale prices of
the means of production are not required to reiuburse society’s
expenses connected with their production. The amount of financial
accunulations achieved through the wholesale prices on the means

he minimm profit necessary to main~

In Chapter IT of this book we pointed out the conditions
governing the amount of profit in branches of industry. It was
noted alsc that the normal development of the industry on & self-
sustaining basis could be insured by its own sources of accumula-
tion thet would make possible an increment of the turnover funds
at the enmterprises, a partial finapcing of capital work, and the
formation of turnover funds st the newly commissioned enterprises.
The calculations made under the conditions existing in 1950 showed
that with & profit margin of 1.5-3% it is possible to achieve an
increment of the turnover funds in the basic branches of industry

~ (including also the creation of turnover funds at the new enter-

prises).

Does this mean then that after the computation of the profit

percentage, which may be considered as & normal average for the
given industry, the rest of the job of forming wholesale prices
could be reduced to the mechanical device of edding this profit
to the previously fixed production costs? Such a notion would be

-ll}h-‘
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greatly oversimplified. In actuel fact the structure of wholesale
prices is a great deal more campliceted. The prices for different
types of cammodities do not represent eny isolated entities. In
their swm total ﬁhey comprise a unified system of prices reflect-
ing in monetary terms all the interplay and connections among the
various branches of the nationel economy in the process of expanded
socialist reproduction. That is why it is impossible to arrive at
a correct solution of the problem affecting the price of a single
commodity without regerd to the c_onnection between such a p;‘ice

and the entire price systenm.

First of all in the procese of expanded reproduction certain
branches of industry may a.ppeai’ as consecutive phases of the same
production process, for example, coal mining, pig iron smelting, !
steel smelting, and the production of rolled metal and mitis metals.
The prices on the commodities produced by every one of these
processes should cover the costs and contain a minimum profit.
This means that the price of pig iron has a certain relation to
the price of steel, the price of steel to the price of rolled
metal, and the price of rolled metal to the price of mitis metals.
To ignore such relatioms, which actually: exist in metallurgical -
production, and to engage in the mechanical forming of prices on
different types of cammodities based on costs but without regerd
to the prevailing prices on other types of cammodities would be
equivalent to a deliberate distortion of prices. It might leed,
for example, to a situation where the price of pig iron equals
the price of steel ingots while the price of steel ingots is the
same as the price of rails. The prices of mineral fertilizers

should have = definite relation to the prices of agricultural
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products. The increase in the income resulting from the use of

fertilizers must exceed the expenditures for those purposes, etc.

When determining wholesale prices, however, it is also
necessary to take into account more camplicated forms of relations.
The point at issue is the value relations emong various types of
commodities which can be substituted for each other in the process
of consumption. The possibility of a limited choice of products
thus made possible for the cansumer presents an urgent problem of
utilizing the prices in the interests of the ecandiiic policy of

the Soviet state,

1et us examine the methods by which wholesale prices can

be used to stimulate the rational utilization of mpaterial resources.

1. The correlation of the prices of nonferrous netals and

their ferrous metal substitutes. In fixing prices an nonferrous

metals account is teken of the necessity to encoursge their re-

placement by ferrous me‘bqls or alloys with a lower content of
deficit nonferrous metals. To that end, the profitability of non-
fevrous metals is deliberately made higher than that of ferrous

metals.

2. The correlation of prices on jnterchangeable types of
ferrous metal. Varigus brands of ferrous metal can be used for
the same production or canstruction purposes. For example, run=
of-the-mill rolled metal and low-alloy steel can be used for the
production of metal objects, while sheet steel, pipes, etc cen
be used for producing ball pesrings. In view of the possible
simultaneous use Gf different types emd brands of ferrous metal '

for identical purposes, 1t 1s necessary to implement a definite

« 146 «

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7

P

economic policy, in the process of price farmation, designed to
encourage the use of sane types and brands of ferrous metal and
restrict the use of others. For example the price of low-alloy
steel, though fixed at a higher figure than ordinary steel, still

encourages the use of the tougher low-alloy steel in the national

econouy .

3. The correlation of prices on imported snd local varieties

of fuel. The reduction of coal hauling distances is a matter of
great importance for the national econamy sSluce &
part of the fuel is used up by the locomotives over the long dis-

teance runs. Hence it is necessary to euncourage in every way the

use of local fuel., A serious cbstacle in the solution of this

problem is the relatively high cost of local coal {in terms of .
idesl fuel) due to its high ash content. T?J.erefore it becames

necessary in a number of cases to fix the wholesale price on local .
ceal below cost and compensate the coal industry for its losses by g//
raising the pric:c‘a of coal to be shipped over long distances. The

same purpose is served by the establishment of preferential freight

rates for local fuel ;sauled within the area of its ratiomal con-

sunption.

4. The correlation of prices on solid, liquid, abd ges fuel.
The fixing of prices on solid and liquid fuel at cost level with-
out regard to the value relstions amomg the various types of fuel
would encourage the use of highegrade fuel oil vhich is relatively
easier to produce than coal. Since this would contradict the in-
terests of the state which call for the sparing use of fuel Qil, a
turnover tex wes added to the wholesale price of oil products rais-
ing the prices of oil and oil products in comparison with other
types of fuel.
« 1BT7 -
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With a view to encouraging the rational utillzation of high-
caloric natural gas, on the other hand, the prices on gas are ad=

Justed to the prices of liquid fuel.

5. The correlation of prices ou imported and local types
of lumber products, Unlike coal, the rational utilization of wood
resources implies a strong encouragement of lumber product DProw-
curements in relstively remote surplus luuber aress end the si-
multaneous restrictions on the local procuresments of wood in lume
ber cansuning areas. The solusicn of this problenm requires that
the cost of wood procured in the surplus lumber aress, including
its delivery to the lumber consuming areas, not exceed the cost of
locelly procured weod. The difference in +he higher price of local
wood as compared to its cost plus normal profit is credited to the

state budget both in the form of fine and as profit deduction.

6. The correlation of prices on various types of construce

tion meterials. One of the imporbtant problems to be solved when.

£ixing wholesale prices is the esteblishment of a proper correlea-
tion among variau% types of construction waterials, including brick
and wood, roofing metal and tile, and concrete and iron structures.
The mechenical reduction of each of these types of construction
materials to the cost of producti\on without regard to their value
correlations may bring sbout a situation where prices contradict
the intersats of rational Ittilmatilon of material resénlrces.. For
example it mey be found more sdvantagecus to use construction steel
where ferroconcrete would be expedient, roofing metal instead of

tile, commercial lumber in place of brick, etc.

7. The correlation of prices on raw materials and produce

4ion wastes. A number of industries make use of production wastes

-11}8-
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and scrap in addition 4o first grade rav moterials. Thus in the
production of steel the furnace charge contains both first grade
pig iron and screp pig iron. Feturally there must be a definite
relation between the prices of first grade raw material and those
of production wastes and scrap so that the most rational utiliza-
tiom of rew material resources could be ingured. The prices of
preduc:hion wastes turned over for jndustriel utilization to the

local industry by the enterprises of the anion and union-republican

kindus'bries are fixed in the neigbborhood of 70% of the cost of

firet srede rav material.

§. The correlation of prices on various types of machines
and mechenisns. A definite correlation should be maintained also
among the prices on various types of machines and mechanisms. For
example, there are trucks of 1.5, 3, 5, and T %, What should be
the correlation of prices of such trucks of various capacities?

If the prices of trucks wvere to be graduated in proportion to thelr
capacity many consumers would find it to their advantage to ac~-
quire small capacity trucks since the use of large +trucks would re-
quire a large volume of work which is not always avallsble. It
would also require a large i{pitisl investment. Such a price struce
ture would be wroang from the point of view of production econamy

as the cost of producing trucks does not increase in direct pro-
portion to their capaciby. Consequently the prices of trucks must
be Tixed in such a vay as +o make them cheaper with increasing

tomnage capacity.

It is auite important to determine the right prices on new
machines thet are in production for the first time. It is not une

common to find that ministries £ix temparary prices on new machines,
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using as a criterion their production costs in the initial pericd
and taking no account of the relation of such prices to those of
similer old machines. As a result the cost of the new types of
machines to0 the consumers is greater than the savings involved in
repiscing the old machinery. Such a narrow commercial approach
to the determination of prices on new machines hinders the intro-
duction of new machinery into the national econamy and impedes
the reduiction in their production costs by artvificially limiting
the scope of such production. The prices on new machines must
serve to stimulate their rapid incroduction into the national

econony.

9. The correlstion of prices on new machines and repairs
to the existing mechine »06l. The prices for repzirs to the exist=-
ing machine pool and spare parts for them must be fixed in strict ’
relation to the ex‘is‘bing prices on new machines. Only under such
conditions is it possible to encourage savings and repairs to the
existing machine poel. The ra.t‘io between the price of a new ma~
chine and the price of s set of spare pgrts and compounents for it,
accepted in the practice of price formation, is 1lil. This ratio
means that the price of a set of parts comprising the new machine
must not exceed the price of a finished machine. This makes it
more advantageous for an enterprise to keep replacing parts and

repairing the machine until it is completely worn oub.

So far we have dealt with the proper correlations of prices
on various types of industrial cammodities in regard to the deter-
minetion of wholesale prices. We shall now dwell on & different

agpect of the price formatiom problem, the use of prices to stimu-

late the growth of production and improve the quality of commodi-
ties. ’
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A properly constructed price system should insure (1) the
uniformity of prices for the same commodities since only in that
way cen the price perform the function of a uniform measure of pro=-
duction costs and output veluue, (2) the profitable operations of
the major enterprises of every industry as the most important con= )
dition for self-sustaining operations, and (3) the planning of C.
profiteble operations in regerd to varlous types of commodities
produced by the enterprises of a givem industry taking into ac-
count the improvenent of the assortmant and guality of the commodd -

ties.

Here we come across one of the most camplicated problems of
price formetion, namely how %o insure the uniformity of wholesale
prices for the same commodities end the profitable operations of .
the enterprises of every industry under conditions of the existing

dispa.rities' in the production costs of different enterprises.

To begin with, the term "price uniformity" should be eluci-
dated. Does ‘chis’ uniform price principle mean an obligatory fixing
of identical prices for every district of the Soviet Uniom without
regexd to the peculierities in the productiom and realization of
canmodities? Does this mean, for example, that the price of wood
is to be the sawe, say, in the Donbas, where there is no lumber
industry, anrd in the Karelo-Finnish SSR, which is one of the major

lumber producing areas?

Such a "wniformity" of prices would have meant that prices
h;ecame independent of production costs. Under such a price system
it would be equally expedisnt, for example, to locate the woodwork-
ing enterprises in lumber producing end lumberless areas. It is

obvious that a uniformity of prices does not necessarily preclude,
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it even implies, the eateblishment of differential zonal prices on
camodities in cases where their production and transportation in

different areas are essentially different from each other.

The establishment of zonel prices solves the prcblem of
price wniformity for all ehterprises located in given production
areas and slso mekes it possible to take into account district
(zonal) differences in the pro@uction cost level. The differ-
ences between enterprises in regard to the production cost of twhe
same commodities however cannot be reduced to zonal differences
alone. In a number of cases the' enterprisés locaﬁed in the same
economic area show different production costs of the sane cormodi-
" ties. The reasons for such essential differences in the produc=
tion costs of the same commodities by different enterprises may be

yeduced to the following.

(1) The influence of natural and transportation factors,
including the distribution of enterprises according to the raw
meterial and fuel sources &s well as consumption areas, the capacity
of the ravw material and fuel-pover base and the corrésponding scale
of production, and the quality of raw materisl end fuel which tends

to create a kind of "monopolistic” conditicn favoring a higher

labor productivity and lower production costs by some enterprises.

(2) The differences in the technical equipment of varicus

enterprises.

(3) The aifferences smong enterprises in regard to the

mastery (stage) of the production of new types of cammodities.

(4) The differences in raw material costs.
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(5) The shortcomings in planning and organizing production,
including (a) shortcomings in planning the production program of
enterprises vhich may be explained by the fact that in certain
cases the ministries distribute the orders anong enterprises
without tsking into account their specialization and technical
training, (b) shortconings in the organizstion of interpYant co-
operafion among the supplier plants, and (c) shortcanings in the
management of certain enterprises manifested in the fact that

enterprises often located and operating under similar conditions

show different production costs rer unit of the seme commodities.

The questlon arises ﬁow would it be possible to account
for these differences in the production costs of different enter-
prises for the purpese of price formation or in other words how
would it be possible under ccnditibns of uniform prices 'for the
same cammodities to eliminate the sharp fluctuations of profit-
ability in regaxd to various enterprises and groups of camodities

within the limits of each given industry?

In the first place, since wholesale Prices are used as a
criteria of socially necessdary costs of producing commodities, such
prices cannot include increased expenses occasioned by the short-
camings in the management of ceritain enterprises. These increased
expenses cannot be used in the foxmation of +the. industry's plan
costs on the basis of which wholesale prices are determined. Fn-
terprises permitting such superfluocus expenses and thus incurring
a loss for the socialist society will naturally be operating at a

loss,

Nor should vholesale prices be adjusted to increased costs
on the part of individual enterprises resulting fram an inadequate
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rationelization of planning their production program and from the
ministries' distribution of orders to enterprises without due re-

gard for their specialization.

An analogicel solution apparently should be applied also
40 the problem of increased expenditures by cextain enterprises
occasioned in some cases by the poor organization of im;erplam‘g
cooperation which 1eads to higher prices on semimapufactures and
components payeble by enterprises producing finished goods. Such

increased costs should not ve reflected in the wholesale prices.

We thus srrive at the conclusion that ﬁhplés&ie pﬁce de-:
termination camnot take into account the differences in commodity
coste brought about by shortcamings in the planning and organizing
of production. A different solution however should be applied to
the problem of price formetion which is affected by such factors
as natural and transportation conditions, differences in the tech-
pical eguipment of enterprises, in the nastery of the production
of new types of commodities, and in the prices of réw materials.
Tuese factors do not depend entirely on the emterprise or industry
and therefore cannot be ignored in the estaﬁlisknnen’c of prices
without substentially violating the interests of self-sustaining

operatiocns.

In cases where the difference between the commodity costs
of certain enterprises and the industry's costs is relatively small
the profitable operations of the major enterprises may be secured

by slightly increasing the average profitability level of the en-

tire industry. For example it was found during the drafting of

wholesale price and rate estimates in affect since 1 Jenuary 1949
that a 5-8% increase in profit could insure the profitable opera-

tion of all the electric power systems.
- 154 -
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In cases of considerable differences between the commodity
costs of certain enterprises and the industry costs it often be-
comes necessary to toake measures designed to (a) equalize +the cost
of production for various enterprises where uniform prices are in
force, and (b) redistribute the accumilated reserves within the

industry.

Thus the differences in the cost of commodities brought about
by aifferent costs of raw naterial for different enterprises may
aecur in ceses when (2) long distance rav material hauling and
therefore {ransportaticn expenditures are not the sane 1
ent enterprises, or () 2 different system of calculating ravw ma-
terial costs, depending on whether such raw material is acquired

from the outside or produced on the plant premises, is in use.

Operating in favor of equalizing transportation costs for
all entexrprises ioceted ir the same production ared is the systenm
of wholesale prices which iuplies FOB delivery station. The use
of that system in industries where trangportation costs account
for a considerable part of the commodity costs may eliminate the

wide gaps between the profitable operations of various enterprises.

As for the differences in commodity costs arising from dif-
ferent evalustions of materials and seminmanufactures produced on
4he premises or wreught in from the outside, that problem must be

solved by adopting & system of evaluating meteriels and semimanu-

factures according to {miform wholesale prices regardless of their

sOUrct.

T4 should be said that a pumber of indusiries still show

shortcomings in their ecalculations of conmodity costs.
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Thus for exauple the expenditures on ferrous metals by

enterprises of the machine-building industry that have no metale~

lurgical shops are determined by the uniform wholesale prices.

The plants equipped with metallurgical shops on the other hand in-

clude the same metals in the celculation of plant coste. Since

the scale and degree of specialization in the production of fer-

rous metals by the metallurgical shops of the machine~building

plants are eagentially different from the scale snd degree of spe-

cislization at the ferrous metallurgical plants, the cost of come

modities at these ghops is as & rui.e mgher than the vholesale

prices provided for in the uniform price list for ferrous metals.

As o result The production cost of the machine-bullding

plants equipped with metallurgical shope tends to go up precisely

pecause of its own ferrous metal production. This puts them at a .

disadvantege in camparison with other mechine-building enterprises,

distorts the financial results of their economic operations, and

weakens the stimulus for the development of “small scale metal-

urgy."”
Apperently the time has now came to introduce into the in-

dustry a uniform method of calculsating the casts of major types of

raw meterial and semimanufactures which are covered by +he uniform

prices approved by the government of the USSR, These types of raw

materials and seninanufactures mast be calculated by all enter-

prises according to the uniform state prices.
When determining prices in the mechine~building industry,

4% is necessary to take into account the differences in the cost

of the same camodities at different enterprises magbering the pro-

duction of new types of commodities. The production of new types
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of camodities in these jndustries is usually begun by one or

2 plants (the so-called head plants) which esteblish the necessary
constructive and technological treatuent of the new product and
turn it over for continued production to the duplicating plants.
Since the cost of introducing new types of production and the de-
preciation of special faciliiiocs and instruments are charged in
equal proportion to the commodities produced over a definite period
r.:f time, the cost of camodity production at certain enterprises
depemds jargely on the extent to which any particulaer enterprise
has mastered the production of its new commodity and on the scale
of its seriel production, The head plant engaged in serisl pro-
duction over a peridd exceeding 2 years will no longer include in
its coegt estimetes the expenses jnvolved in ‘the production of new
commodities. Its, expenditures on special facilities and instruments
will smount to a relatively smell sue per unit of production since
+he initial expenditux;es for these purposes have already been re-
imbursed and the current expenses required for the renewsl of spe-
cial instr;ments are charged to a considerably larger quentity of
commodities. The situation is different in the case of a duplicat-
ing plant vhich hes just begun to produce a new type cf commodity.
Here the increased cost connected with the mastery of the new pro-
' dquction is charged to a small quantity of produced goods and this

causes a sharp rise in the cost of a commodity unit.

Such differences in the cost of commodities %o aifferent

enterprises arve inevitsble since they are determined by the modern
level of technological development, particularly by the existing
conditions under which new commoditles are produced. As objectively
i{nevitable costs of sociel production, they should be reivbursed.

The practice of price formetion has revealed the following 2 forms
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of reimbursing the aifferentiated costs of enterprises involved

4n the mastery of producing new types of capmodities.

first, in & 1imited pumber of cases prices are temporarily

increased (for the period of assimilating new production) for

certain groups of enterprises peginning the production of new com=-

modities for the Pirst time. These exceptlons are permitted in

cases when (2) the commedities under congideration are finished ,
ot subject tO further processing

o the same buyer, and (c)‘ the payment

products n or Tinishing operaticne;

(b) the products are sent t

tyalized system fOF the ac- L ) - -

& &

for such products is mede under a
Such practice is used in certain

an

count of the state budgeb.

wranches of the machine-building industry where 2 temporary in-

crease in the wholesale prices is established for the plant pro-

.dﬁcing new types of commmodities for the Tirst time.

The second method consists in the fact that the uniform

prices egtablished for the same commodities insure the reimburse-

ment through the centralized systeu of the enterprises’ expendi-~

ed in the‘prcduc‘hiqn of new type

tures involv
Thus the systen estabiished in 1945 provides that whenever & new

s of commoditles.

plant begins the production of godls previously agginilated by &

wholesale price fixed for the nevw plant

different enterprise the
that initiated the produc=

i1s 40 be the same as for the enterprise

4ion of the npevw commodity. Under this setup the difference be~

tween the plen cost of the comodity at the new enterprise plus &
orm wholesale price should be

budget. Thet method was based

3% profit and a unif reimbursed by 2
apecial financing froam the gtate

on the existing system of government subsidies to the heavy in-

1ies to the new conditions of
of centralized

duatry and mrefore no longer app.

mdustfial operstions. However the very principle
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reimbursement of additional expenditures by enterprises involved
in the mastery of new types of production retains its validity to

this day.

We shall now follow up the sbove outline with a consideration
of the effect on conmodity preduction produced by the difference
in the technical equipment of various enterprises &8 well as by
the natural and transportation conditions of production. This
problen is of particular importance in the modern practice of
price formation. And the Tact that it is the last on the list to

be discussed by us i snieie to considerations of methodology.

It should be made clear at the outset that when we speak of
+taking into consideration the technical level of certain groups of
enterprises in connection with price formation we do not neces-
serily mean the veimbursement of the excessively high expenditures
ipcurred by enterprises whose technical developuent is known to be

behind the normal production conditions existing in that perticular

\
industry. Such expengitures cannot be reimbursed by wholessale

prices which are adjusted to the socially necessary production
conditions. What we have in mind is that in certain industries
where the uniform wholesale prices are based on the average cosv

of production of the particular industry there are & pumber of well
equipped modern plants operating at a loss. Such a gituation, for
exemple, exists in the ferrous metallurgical industry vhere the
sverage production cost of the major types of coxmodities is de-
cisively affected by several enterprises which ere uwique in thelr
production scale and technicel standards (the Kuznetsk metallurgical
combine, the Magnitogorsk metellurgical combine, etc). The ex-
ceptionally laxge production scale end lower costs of ravw materials

and fuel, partially due to patural factors (huge reserves of high
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grade raw material and i‘uel), make it possible for these entere-
prises to keep production costs down to a particularly low level.
This tends to reduce the industry’s production costs below the
cost level maintained by other enterprises which, though tech=-
nically well equipped, operate under less favorable conditions in

regard to the scale of production.

In cases where a charp reduction in the cost of production
is made possible by particularly favorable nagtural and transporia-
tion cenditions directly or indirectly affecting some of the enter-

prisec, 2 possible methods of price formation can be ecmpioyed.

1. The wholesale price is determined on the basis of in-
dustry cost which does not take into account the enterprises op-
erating under exceptidna,lly favoreble production conditions. Con-
sequently the industry's production cost in this case reflects
not the aversge but less favorable than the average production
conditions. The industry cost, which serves as & basis for the
establisiment of a uniform price, exceeds the acbual cost of pro-
duction. Herein lies the material possibility. for deriving addi~
tional (differen‘bial) profit by eunterprises operating under more

favorable conditions. This differential profit is credited to the

state budget 2s rent payments.

An identicel method of price formation has been sdopted in
the lumber procurement industry. The peculiar characteristic of
this industry is, emong other things, that wood procurements are
carried out by procurement organizetions subordinated to various
ministries, cenbtral, and local ipstitutions. There is no unified
centralizéd merketing organization in 4the industry. This precludes

the possibllity of reimbursing the expenditures of all the lumber
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procurement organizations through & centralized redistribution of

surpluses.

A system of exacting per-tree payment for wood products
priced according to the natural and t{ransportation conditions of
their production has been in force in the lumber production in-
dustry since 1949, This per~tree payment is one of the elements

included in the formation of wholesale prices on wood.

The per-tree paynents made by the timber cutters are dif-
ferentiated according to the expigitaticn =a and the types of

jumber as well a8 4ransportatiocn distance.

It should be pointed out that such a method of price £ix=-
ing has not been applied on a large scale in the extracting indug-
try of the USSR. This is due +o considerations of price reduction
on the output of the mining pranches of the heavy industry which
supply the major types of industrial ravw material. The possibili-
ties for centralized redistrivution of accumulations (the concen=
tration of the menagement of most of the 4{naustry’s pranches in a
gingle ministry, and the disposal of the industry's entire output
through a single centralized marketing orga.nization) existing in
most of the extracting branches of the heaVy ipdustry create con=-

ditions under which 1t 1s possible to reimburse the expenditures

of the extracting industry enterprises without resorting to price

increases.

5. The wholessale price is determined on the pasis of the
average industry cost of commodities for all the enterprises of &
given industry. In +his case even the enterprises whose costs equal

that of the jndustry cost will be operating at a loss since the
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industry's production cost is computed without regard to the enter-

prises aperating under especially favorable production conditions.

Here it is expedient to use the method of so-called account-setile~

ment prices in the interests of the redistribution of accumula=

tions within the respective jndustries. Under this method special

differential prices are established for settling the accounts be-

tween the industry's marketing orgenizations and different groups
addition to the industry's uniform wholesale .,

Typical in this

of enterprises in

prices at which goods &axre s01d to the consumers.

respect is the price structure in the oil industry. Differential

prices for various trusts were establisbed in This industry within P ) G i

the limits of the average prices existing in the different branches

of industry. The main oil products marketing organizetion sells

the products to the consumers at zonal wholesale prices, FOB near-

est delivery station, but settles its accounts with the oil in-

dustry enterprises at trust prices. The use of account-settlement

prices cannot be recommended as a universal measure in view of the

following consideraticns.

Unlike the uniform (including zenal) wholesale prices based

on the production cost of the entire i{ndustry or a given econcmic

area and therefore applying equally to suppliers and consumers,

the account-settlement prices are based on the unit cost at vari-

ous enterprises and can therefore be different for different sup~

pliers in the same production area. This characteristic remains

in force even when the combination of & number of enterprises with

approximately similar production costs makes possible the estab-

1isbment of group account -settlement prices.
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Thus the introduction of gettlement prices means the emergence

of a unitary, individual measure in addition to a unified social

mesgure which finds its reflection in the state wholesale prices

of the industry. Under such cenditions the results of an enter-

prise’s operations are neasured not by the social measure but by

the unitary one. This may tend to wesken the planning and regu-

latory role of wholesale prices.

It follows from this thet the use of settlement prices can

be Justified only in those cases where the gap between the profit-

able production of the sane camcaitics by aifferent enterprises

capnot be bridged by equalizing production costs or by any other

means of regulating the existing wholesale prices in industry.

Such a situation may arise particularly in the extracting industry

where production cost ie conditioned by patural factors. In that

case the existing wholesale prices of the enterprises should serve

as & basis for settlement prices. This means that (&) the use of

so~called settlement prices 48 meant as an lncrease op or deduc-

tion from the existing wholesale prices of the enterprises; {p)

thege incresases (deductions) must be sufficiently stable and should
be changed as a rule with the changing base on which they are built,

that is, the wholesale prices of the enterprises, {c) the increases

(deductions) are to be epplied to an entire group of enterprises

«ith similar plenned productien costs, and (@) the increases {de-

ductions) must not be allowed to distort the value correlations

provided for by the existing wholesale prices.

The use of wholesale prices to0 stimulate the growth of pro-

duction and improve the quality of goods implies a price structure

enterprise of the respective {ndustry would be

under which every
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equally interested in fulfilling the plan in regard to the entire
range of commodities. And this means that it is necessary to
eliminate the wide gaps between the profitable production of vari-
ous groups of commoditiles specified in 'bl;e plan, It is expedient
at the seme time to make more profitable the production of certain
types of commodities involving labor-consuming cperations or re-
quiring considereble initial expenditures for their production.

It ie slso expedient, whenever necessary, +0 establish less profit=
able or even unprofitable prices oOn obsolescent and uneconomic
ypes of commodities which should be eliminated from production

and replaced by mere advanced Lypes

Graduating the prices according to the quality of the same
type of products should be done in such & way as to encourage (by
increasing prafitsl the production of the high grade and restrict

the output of the low grade product.

Price Coordination Ameng Various Industries, the Balance of Price

Changes

So far our discussion of production cost as a basis for
planning vholesale prices has been limited to the consideration of
only 2 cost~determining factors which are directly dependent on
the efficient work of e given industry. Ve must now include one
more factor which substantially affects the wholesale price level

and that is the mutual influence of the changing prices of pro-

duction means on the cost of commodities in the national economy.

There is an unbreskable tie among the branches of the na-~
tional econamy, the use by some branches of the products of the

others. Therefore a change in the prices of production implements

..v161; -
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made by sone industries produces & change in the production costs
of other industries. This is an important additional element of
conmodity price reduction and therefore of wholesale price reduc-
tion. The significance of this element mey be Judged oY the fact
that, when the wholesale prices of heavy industry commodities were
reduced oo 1 January 1950 for each 100-ruble reduction achieved
in every pranch of the {ndustry by cutting production costs, there
was an additional 115-ruble reduction in the producticm costs of

1ea using the mentioned cheaper commodities.

The effect of cost reductions ia all the greater tho larger
the reduction 1n the wholesale prices in the rav matexrial, fuel,
and povwer industries whose production costs are repeatedly reim-
pursed in the expenditures of most of the pranches of the national
econamy « Therefore one of the jmportant features in determining
the extent of wholesale price reductions is the effect of the above
mutual reductions. Any change in wholesale prices in 4he national
economy is reflected in the finencial situation of ite various
pranches and 1in their financial relations with the state budgebt.
For example if the wholesale prices of any one industry are re-
duced it means (a) & reduction in the receipts of that industry
and (b) & simulianedus reduction in the costs and increase in the
profits in the other industries using the reduced-price commodity.
This is sccompenied by & change in the mutual relations petween
certain branches of the national econcmy epd the budget in regard
to profit deductions and the increment® of turnover funds. And
{pasmuch as wholesale price chenges 40 not affect retall prices,

the revenue and expenditures of the stete pudget are pot subjected

40 any changes. The only change that occurs is in the distrivution

of the accumulated funds among the branches of the economy.
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To evaluste the effect of wholesale price changes on the

various branches of the national economy and their mutual rela-

tions with the state budget, a chess board balance of price I
changes is established whenever a substantial price change is

introduced. Thaet balence consists of (1) the balance of changes
in the receipts and expenditures of the national economy and (2)
the balance of changes in the mutual relations between the state

r
budget and the national economy.

The balance of receipts and expenditures of the naticnal

o o

econcmy reflects the change in ©

he receipis occasioned by the =
changes in the prices of commodities of various industries and
the distribution of that change among the consumers. Thus in .
the case of a wholesale price reduction that balaﬁce will be ex~

pressed in the following way.

Total Amount Distribution of Savings,
Industries Where of Wholesale Resulting from Price Re- -
Wholessle Prices Price Reduc- ductions, Among the Con-
Were Reduced tion sumers

As may be seen from above scheme, the calculation of the
mutual effect of price changes includes (a) the determination of
the total emount involved in the price changes (the change in
receipts) for every industry and (b) the distribution of that

amount among the individual consumers.

The difficulty of making such calculations consists in the
fact that they cannot be treated as a single operation but require
a number of comsecutive calculations since the change in the
prices of one industry produces a corresponding change in the
prices of other related industries which, in turn, affects the

firat' price changing industry. For example a reduction in the

- 166 =

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7

wholesale price of coal makes possible a reductlon in the cost of
electric power but the latier reduction in turn produces en addi-
tiopal reduction in the price of coal, and an additiomal reduction

in the price of coal in turn leads to an additional reduction in

the cost of electric power.

This complicated mutual influence between different indus-
tries calls for a certain sequence in the planning of possible
price chenges (with a view to allwround price reductions). Prac-

tice has prompted the following sequence.

To begin with, the extent of possible price changes for
various industries should be determined without taking into ac-
count the mutual effect of price reductions., Thies is followed up
by using the method of proximate variants to determine the extent
of change in the prices of the output of the raw material, fuel,
and power industries (1lumber, 'i‘uel, electric power, metals, paper,
chemicals, rubber, and building materials) bearing in mind the
mutuel effect of price reductions oOn these industries. The same
method is then used to fix the extent of price changes in regard
to the commodities produced by the ellied and assembling branches
servicing the machine-building and metal-processing industries
(ball bearings, electric 1ight fixtures, motors, diesel motors,
chassis, etc). Fimally, vhen the effect of cheaper raw materials
and component products is taken into account the prices of the

commodities of the machine-building and other processing industries

can be determined.

Te arrive at a precise and relisble estinmate of the effect
of alle-round price reductions it is necessary to pay particular

ettention to the exact distribution of the lower priced cemocdities
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sumong the various consumers. What is importent here is not only
an equivalence of the total loss in receipts by the suppliers end
the total gain for the consumers deriving from cheaper prices.
Thig is an elementary requirement which if neglected could produce
a loss for the stete budget. It is also necesssry that the sum
total of the price reductions be distributed evenly among the con-
sumers. Failure to do that would meske subgtantial violations of

the establlshed economlc and financial plans inevitable. Soue in=-

dustries will overfulfill the plsnm in regerd to costs and profits

while others will fulfill the seme plans for reasans beyond their
control. But this is not the whole case. An incorrect distribu-
tion of price reductions wey lead to errors in the fixing of
prices for the camodities of different industries, excessively

high prices in =same cases and below-cost prices in others.

The existing practice in the sphereri’ price calculations
shows thet all the errors commnitted in this respect are due to
the lack of & discriminating approach to the various comsumers
as far as the extent of price reduction is concerned. ¥For reasons
of technical convenience the industrial marketing organizatioms,
which keep account of the lower wholesale prices of the products
they sell, frequently compute the price reductions by applying
the same aversge group coefficlent to all consumers at a time vhen
the actual price reductions for variocus types of commodities in-
cluded in the same group of products are usually substentially
different. Thus to avoid mistakes in the calculations it is
necessary to base them not on the average price redﬁctiom for all
consumers but on the aversge fixed price fixed for every individual

consumer, bearing in mind the range of products uged by him.
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Price reduction effects every field of the industry's ac-
tivity and all types of its expenditures, including production . ’
costs, capital investment, cost of capital repairs, the expendi-
tureg of the nonindustrial branches of the econamy and ‘the cos%

of the sdministrative and management apparatus. Therefore the
fixed total of price reductions allocated to each ninistry should
be distributed according to the types of activity. This distribu-
tion is usually presented as follows: {a) major activity, in-
cluding production costs, (b} cepitel vork, {c) capital repairs,

and (3) other branches of the economy.

To determine the cost of commedities however we must not
restrict ourselves to the mere distribution of expenditures ace
cording to the type of activities. At this stage of the calcula-~
tioms we are able to define the total cost of production (taking .
into account &1l price reductions), But this is still not enough
to determine the price level. We must now proceed fram the cost

of production to the cost of commodities.

We have seen that the effect of the following factors must
be taken into account with a view to determining the full cost of
the entire commodity oubput: costs of services not included in
the gross cammodity output; the change in the volume of uncam-
pleted producticn in terms of cost, as well as the remnante of
semimanufactures, stemping facilities, models and instruments pro-
duced on the premisesj the change in future expenditures; and non-
production expenditures., Now when the issue under consideration
4s the determination of the full cost of the entire comodity
output the major problem is the distribution of the total amount

of price reductioms accarding to the mentioned expenditure elements.
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Ta elucidate the point we shall cite the followlng approxi-
wate scheme.
Total of At the
Price Re~ New
ductions Prices
Production costs 1,500 8,500
including the following costs:

() services not included in gross
production (deducted)

{v) increase in the accretion of
uncompleted production (de-
ducted)

{c) future expendituress costs
{deducted), paying off exe
penditures (added)

(d) nonproduction expenditures
(added) .

Full cost of cammodity output 9,350

The following changes should be made in the plens in ace
cordance with the figures on the range of changes in the recelipts

and expenditures of the national econduy.

(a) The suppliers of reduced-price comodities must reduce
the volume of commodity output expressed in wholesale prices and
make a corresponding reduction in the amount of profit or turnover

tax.

(b) The consumers of reduced-price commodities will cut
their production cests, the coste of capital repairs and capital
congtruction, and will reduce thelr fixed amounts of twrnover funds.
This should produce a correspending increase in their prafits or

turnover tax.
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All these changes should be reflected in the mutuel rela-
tions between the state budget and the various bresnches cf economys
a reduction in the budget revenue from the industiries where prices
have been reduced and & reduction of expenditures incurred by ecc=-

nomic and budgetary arga.niza_tions using a given commedity.

The changes in the mutual relations between the state budget

and the econamy cen be expressed in the following way.
A. Losses resulting from wholesale price reductions.

-

1, A meduction in the receipts from the sale of comnodi-

ties at the wholesale prices of the enterprises.

2. A reduction of the total income of the merketing or=-

ganizations.
3. Lower cost of the resgurces used in construction.

4, Losses sustained from the downward revaluation of the

uncredited sbove-norm material values.
5. Other losses.
Total.

B, Savings and income increment resulting fram wholesale price

reductions.

1. Reduction in the indusiry's cost of commodity output.

2. Reduction in the operating cost of transportation.

3. Reduction of expenditures of marketing and procurement

organizations.
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4. Reduced volume of capitel work financing.

5. Lower cost of geologlcal prospecting work financed by

the state budget.
6. Chesper capital repairs.

7. Cheaper cost of increasing turnover funds in the na-

tional econamy.
8. Reduced producticm costs of machine~tractor stations.

9. Lower costs in connection with the accretion of state

meterial and foodstuffs reserves.
10. Reduced expenditures for gocial and cultural purposes.
1l. A reduction in the other state budget expenditures.

12. An incresse in the turnover tax on mass consumption
goods (in cases where the reduction of the wholesale prices on
the means of production is not accompanied by a reduction in the

retall prices).

13. Other types of income increment.

Total.

Types of Wholesale Prices on Industrial Commodities !uniform All-
Union and differential wholesale gricesz

The principle of uniformity of wholesale prices on the means
of production sold to the consumers is remlized in the following

forms in varicuc industries.
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1. Uniform All-Union wholesale prices on commodities de~
signed for production and construction purposes the transportation
costs of which account for a relatively small share of the in-

dustry's final wholesale price {technical rubber products, ferrous

and mitis wetals).

2. Uniform wholesale prices for every given consumption
area (zone). Such prices are fixed on certain types of comnodi-
ties designed for production and construction purposes which are
subject tc zonal wholesale prices in the areas of comsumption (oil

products, construction metal, cementd, and roofing mobterials).

3. Uniform All-Union prices for all comodity production
points. Such prices are established for the majority of the
processing branches of the heavy industry (chemical industry,
paper-making, woodworking, building materials, and machine build-

ing).

4. Uniform wholesale prices within the limits of each in-
dividusl production ares (zone). Such prices are applied in a
mmber of the extracting branches of the heavy industry where
sharp zonal differences in the production costs exist (cosl,

lumber, and ore industries).

The differences in the prices used in various industries is
due to the different transportation cosis of coamodities included

in those prices.

The process of reproduction of commodities is not limited
40 their production alone. The product can be used only when it
is delivered to the consumer. The delivery of the commodities

from the producers to the consumers is &n organic part of the
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reproductiﬁn process, & continuation of the productlon process
into the sphere of circulsatiacn. Transportation costs are added
to the cost of commodities and financially reflected in their
prices. The transportation coste of many types of ccoumodities
sccount for a considerable part of the Pinal price paild for them
by the consumers. In the case of round timber the trensportation
costs, including the cost of reloeding the timber from one type

of transportation to snother, account for over 45% of the final

selling price. About 1/3 of the price of cement also consists

of trensportation cost.

But the actual pub;ic costs of commodity transportation may
differ in extent fram the transportation ‘costs reimbursed in the
wholesale prices of the res:pective types of commodities. In one
case the wholesale price w;ll equal the total price of the com=
modity paid by the consumers. In another the consumer will have
to ;pé.y cartage charges over and sbove the established wbolesz;lle
prices. All this depends on the particular method the supplier
uses to deliver the commodities to the consumer or, as the expres-
sion goes, what type of FOB is used in the case of a particulax
commodity shipment. The FOB indicates at what point the commodity
ig turned over to the consumer and how the transportation charges

are reimbursed according to the existing price list.

The following basic types of prepaid delivery are used ir
the industry of the USSR.

(1) FOB supplying plant, whereby all transportaticn costs

are cherged to the consumer.
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{(2) TFOB shipping reilroed station, whereby the shipper as-

sumes the cost of delivering the commodities to the shipping sta-

tion and leoading them onto railrosd cars.

(3) FOB delivery station, whereby the shipper also assumes

the additional transportation costs to the delivery station.

(4) FOB consumer's warehouse, whereby the shipper assumes
all the costs of delivering the commoditles, including the cost of
delivery by truck and the loading and unloading operations in the

consumer's location. I

Bvery list of wholesale prices indicates the type of pre-
paid delivery used. It also tells about the payments for tare and
packing {whether such costs are included in the price of the com-

. modity or should be paid in additlon to the established prices}.

The last decade has been noted for the systematic extension
of the use of FOB prices, final delivery rallrosd station. The
latter kind of prices is spplied to many itypes of construction me-
terials (cement, gless, asbestos-cement, and roofing materials),
oil products, ‘a.nd technicel rubber products. Since 1 Japuery 1951
wholesale FOB prices, final delivery railroad station, have also

been applied to ferrous metals.

The large scale adoption of FOB prices, final delivery rail-
rosd station, is a matter of great importance. In the first place
the wholesale prices on industrial commodities in this case reim-
burse all the cost of théir production and delivery from the pro-
ducers to the cons’mners. Thus the wholesale prices equal the actual
prices paid for the cammedities by the consumers. S8econdly, since

the shippers have t0 assume the transportation costs, they are
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interested in reducing such costs and in the rational utilization

of transportation facllitles. Thirdly, the prices FOB destination
point, insuring s uniformity of prices at every point of consump-
tion, create a solld basis for calculating the cost of industrial

camodities and the estimated costs of capital construction.

The use of wholesale prices FOB destination point however
cannot be recommended as a universal measure applicable 10 all

industries.

hes shown thet the use of prepaid delivery to the
destination point of mass produced commodities designed for produc-

tion and construction purposes is expedient in the following ceses.

1. When the production and consumption of & given type of
commodity are not confined within local limite but extend to the
entire ﬁSSR. In this case it becomes necessary to choose the most

) expedient method of railroad or river freight hauling froam the
place of production to the place of consumption. From this point
of view, for example, it would be econonically unjustifiable to
offer prepald delivery on local construction materials. Local
construction materials as & rule are produced and used within the
1imits of the seme oblast and are usually moved by local cartage

and trucking facilitles.

2. When the wholesale price marketing of all or most of
the commodities is concentrated in a single centralized orgenizae-
tion, &s anly in this case is it possible to plan correctly the

freight traffic and t0 equalize transportation costs.

In adopting the prices including free delivery of certain

types of cammodities to the destination point, it is very important
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to decide what those prices shall be, uniform All-Union prices or

differential zonal prices. In the first case the transportation

costs are equalized for the USSR as a whole and in the second case {
they are included in the wholesale prices at the actual rates

existing in the various areas of consumption.

The following comsiderations can be clted in favor of
equalizing transportation coste and using them as a basis for
establishing uniform All-Union prices %o include prepaid deiivery

to destination point.

1. A uniform price on the saume commodities in all areas
of consumption would facilitate the equalization of the produce

tion costs of all enberprises using those cormodities.

2. A uniform price would gtimuiate the interest of market-
ing orgenizations in reducing the hauling distances since any such
reduction below the average norn set during the price fixing would

meen a gain for the marketing business.

3. Uniform prices would considevably simplify vookkeeping
work both for the consumers and the shipping enterprises (a uniform

price list).

4. Finslly, uniform prices would facilitaste the very process
of compilling a list of prices o inciude prepaid delivery to the
destination point since they would eliminete the mest time consum-
ing element of price formation, the differential cost of hauling

different types of commodities to different zones of consumption.

All these considerations hovever are valid only when the

costs of freight hauling are reletively small.
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case wherein the transportation coats

Let us consider one

play an essential pert in detexmining the level of wholesale prices

which include prepeid delivery to destination point. Thus accord-

ing to the calculaticns of the Ministry of Lumber and Paper Industry

USSR the transportation costs of round construction timbexr varied

in the 1950 plen according to the following luuber conswuing asreas

(in rubles and kopecks per cubic meber):

Karelo-Finnish SSR 27.02
Belorussian SSR 3,02 - B
Moscow Oblast 50,42 ——
Chkalov Oblast 96495

Azerbaijan SSR 111.90

Uzbek SSR 1h2.87

Tedzhik SSR 163.0k

With such substential differences in transportation cosis

the equalizaiion of transportation costs would mean that the price

no longer reflects the actual public costs of producing and cir=-

culating the commodities. The price of lumber pased on the equal-

ization of transportation costs would inflate the actual costs in

the lumber producing and adjacent areas and underestimate the

actual costs in the deficit lumber areas. But such prices would

obviously be misleeding for purposes of econamic research- and new

construction plemning. Under such a price system, for example,

1t might be equally expedient (from the point
saw mills in lumber producing apd lume

of view of transe

portation costs) to build

verless areas since the differences in the +transportation costs of

raw materials and finished products haeve been eliminated.
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Further, in a number of cases the material incentive of a
marketing organization to reduce hauling distances brought about
by the equalization of transportation coste may come into conflict
with the state's interest in SuEplying remote areas.
the price must be fixed in such a way as to encourage the material
incentive of the marketing organization to fulfill the plan in ree
gard to supplying commodities 10 all areas. Finelly, the weaknesgs
of uniform prices is that {hey do not encourage the development
of local production of nnmmoﬂ_v ties made in remote aress,
for example, the cost oFf Profucing Terrous metals in a nuuber of
areas is found to be higher than in the old areas of metallurgical
Production. Under the system of differential Prices, including
brepaid delivery to the destination point, the dlfferences in
transportation costs could be used to reimburse +the higher costs
in the new areas of metellurgical productlon. The equaliza.tion
of transportation costs puts all the Production aress under ﬁhe
same conditions, Consequen'bly the mentioned advantages of uni-
form prices including DPrepaid delivery to the destination point
are effective only when the transportation costs of the respective
types of camodities are insignificant and have no marked effect
on price formation., In &ll the other cases it is expedient to fix
zZonal wholesale Prices, including prepaid railroad delivery to the
destination point, that waulg insure (1) the correct reflection
of the actual transportation cost of commodities within various
consuming areas in the brices, (2) the Pessibility of using Pprices
a8 a criterion for econamic research and the Planning of new con-
struction, (3) the perscmal material interests of the merketing
organizations in the punctuel fulfiliment of the supply plan for
every area, end (4) the éncouragement of lacal production of
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commodities made in remgte areas by reducing the importation of

goods from distant places.

The Method of Fixing State Wholesale Prices on Froduction Means

A 1list of production means made by the industry and subject
4o price fixing by the government of the USSR was originally out-
1lined in the decision of the Committee on Prices under the Council
of labor and Defense on =6 February 1932. It included the follow-
ing relatively limited group of products: (1) fuel: coal, coke,
peat, oil, kerosene, and benzine; {2) ferrous and nonferrous metals,
wire, and nailsy (3) building materials: cement, brick, slate,
roofing paper, roof sheebing materials, end window glass; (4) lum-
ber and wood products and the paper industry: round and sav tim-
ber, railroad ties, fuel wood, plywood, paper, etcj (5.) lumber
chemistry producte: fresh rosin, turpentine, and acetic acidj
(6) mineral fertilizer; (7) tractors and agricultural machinerys
{8) eutomobiles; (9) locamotives end railroad carsj and (10) river

and gea-golng vessels.

The government of the USSR fixed the initial prices on the
above groups of commodities on the basis of which the respective
pecple's commissariats established detailed price lists covering
the entire range of commodities produced by the enterprises under

their jurisdiction,

That practice eventually underwent substantial changes. In
+the first place the nomenclature of commodities subjegt to govern-
ment wholessle price fixing was extended during the lmplementation
of the wholesale price reform in 1936-1940, Secondly the govern- .

ment proceeded from the initial price fixing to establishing
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detailed price lists. At present the government of the USSR sets
the wholesale prices for the entire large scale and serial produc=-

tion ocutpub.

The wholesale prices of commodities listed in the govern-
ment approved price lists are established (a2) for the Union and
Union-Republic industries, by the respective producing ministries

under agreement with the consuming ministries, (b) for the Repub-

i

lic industries, by the councils of ministries of the Union Repub- -

iics, and

R

-h,' 1ocal and cooperative indusiries, by the

P
=

Y
¢

<

~

oblast (and krai) executive committees.

Due to the introduction of new commodity production on a
mass scale after the end of the war, the follewing system of pay-
ments for newly produced industrial comnodities by various branches

of the industry was established.

1. The commodities included in the government approved
uniform price list for all goods vere to be paid for according to

such list prices.

2. The cameodities not included in any uniform price list
but subject to the existing wholesale prices fixed by the govern=-
ment for different producers who hed already nmastered the produc-
tion of & given compodity are paid for by the consumer at those
wholesale prices even though the enterprise first producing the
new commodity is not under the Jurisdiction of the ministry for
which the prices are fixed. Under such circumstances the ministxy
in charge of the enterprise producing the new camodity under con-
sideration for the first time must submit to the govermment & pro-
pesal on the price of the particular commodivy not later than 6

months after the first betch of such conmodities has been produced.
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3. The wholesale price of commod.ities in initial produce
tion in the USSR end intended for mass and large scale serial pro-
duction are fixed by egreement between the producing ministry and
major consuming ministry on the basis of the plan cost of the com=-
nodity as determined by the estimate calculations. The producing
ministry must submit a proposal on a permanent price for the ap-
proval of the Council of Ministers of the USSR not later than 6
months (and 9-12 months in the case of certain comnodities of

the heavy machine-building industry) after the first batch of such

heo besn.produced.

RES eLn - DIV

4. The wholesale prices of commodities in initial produc-
tion and intended for filling special orders or for small scale
serial production are fixed by agreement between the producing
and consuming ministries on the basis of the plan cost of the

conmodity as determined by the estimate calculations.

The ministries are empowered to approve wholesale prices
on nonstandard commodities and services produced and used by the
enterprises of the same ministry (parts and component units, spe-
cial ipstruments and facilities produced for use within the
‘ministry, as well as specislized equipment produced under spe-
cial technical specificatiens of the respective enterprises, pro-

duction services relating to the processing of certain paxrts, the

production of articles to be used only once for the enterprise's

ovn capital constructiom, etc).

In cases vwhere commodities are shipped from the marketing
or supplying organizatioms' warehouses to the locality of the cen-
sumer enterprise, a surcharge is sdded to +he fixed wholesale

prices of the merketing and supplying organizations. The latter
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is fixed by the government of the USSR for the verious ministries
and departments of the USSR, and by the governments of the Union

. Republics for the respective republican and local organizations.
For example the surcharges of the Glavavtoiraktorsbyt, in effect
since 1 January 1950, amount to 9.5% of the wholesale prices, of
Soyuzpodshipnikosbyt 1.5%, of the Elektrosvyaz'sbyt 3%, end of the
Glavstankoinstrumentsbyt. They amount to 2.85% of the sale of in-
struments and 4% of the sale of abrasives. These differemtial
surcharges are due, first, to different commodity-transportation
conditic HEETHL 3 the 4ifferent ice levels of the sold

commodities.

The necessity of reimbursing the costs of the marketing
organizations in connection. with the delivery of commodities from
the we.:ehouses provides no ground for any surcherges. These costs
are reimbursed by the rebates (bomuses) offered to the marketing
organizations by the producing enté:@i*ises. Thus the main metal

marketing organization gets a 0.24% rebate on the wholesale lpric:e

from the enterprises of the ferrous metallurgical industry and

0.25% from the enterprises of the fire-proof materiale industry.

The. egtablishment of such prices is in the final analysis

reflected in the price list.

The price list existing under conditions of state-plammed
prices is & powerful vehicle for organizationsal pumoeeé. It re-
flects, among other things, the state policy in the field of com~
modity assortments. The nomenclature of the commodities included
in the price list must reflect the planned sssortmemt in that par-
ticular field. Thus it is through the price list that the state

exercises control gver the variety of goads by keeping that list
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from being contaminated by inferior producté. The price list re-
flects the stalte specificatlons regarding the quality of the
products. The price list should be compiled in such a way as

to preclude the possibility of delivering inferior quality or un-

£inished producte.

Svery product listed in the price list 1s followed by 2
description including the nsme of the product, its prand or index,
its purpose; operational date, dimensions and weight, ccrxz‘;ponent
parts, end the number and date of the approved standard or tech=

ninal g-ggcific&tidl'!s .

LBiTo

In all cases where ithe approved standerd is applied to the

production of several kinds of camodities, the differential prices

charged for the different grades of the caumodities or the rebates

on the price of high grafe conuodities are indicated in the price

list.

The price list makes it possible for the consumer and sup«
plier to exercise mutual control over each other. That is why the N
price should as a rule indicate the £inal price of & product. The
practice of increasing the list prices, atill in use in regerd to
certein price lists, tends to confuse the accounts between the sup~
plier and consumers and is conducive to violations of lisi prices.
The use of price increasee On comodities delivered om so~-called
special order should be reduced to the minimum. In such cases the

P

price list should explain the reason for end size of the mentioned

increases.

The fixing of price increases "py agreement of both sides”
which actually emounts to changing the list prices should as &

rule be avoided.
- 184 -
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CHAPTER VII. THE USE OF VALUE INDEXES

IN NATIORAL ECONOMIC PLANNING
The Value Indexes of the Plan

The law of the systematic proportional development of the
national econamy, operative in a socialist sociely, gignifies the’
objective necessity and possibility of a permanent and consciously
maintained proportionate development of every part and aspect of
the aligt economy. In this connection the pasic premises of

the Marxist theory of reproduction acgulre 1arly great ime-

portance for the socialist society.

The expansion of the socialist reproduction of the national
product is carried out both in material and value terms. This is
menifested in the plamming of the national economy by the use of

the material and value indexes of the pational economic plan.

Defining the plan asaignments for the various branches of

the national economy in terms of value (velue indexes of the plan)

the Soviet Govermment uses the prices as an ipnstrument for the

planned menagement of the socialist economy. The prices are used
to determine the tasks in the field of production, capital con-

\ struction, meterial supplies, labor, commodity circulation, pro-
duction and circulation costs, pationsl inceme, etc and are com-
2oa

1ned inte a uniform sysiem of value indexes of the state plan of

1 development of the national ecoOnamy.

The planning of production in terma of value is carried out
through the use of indexes of the volume, dynamics, and structurs
of the commodities. The planning of the physical commodity volume

is of very great importance. First of all it makes it possible to
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coordinate the material production of the allied industries, dis=
close and eliminate the disproportion in the ocutput of various

types of commodities, and insure the complex material supply of all
the branches of the natiomnal economy. But the planning of comnodity
output in physical terms alome is not enough. It makes it impose
sible to determine the volume snd structure of the commodity out-
put within individual industries and the national ecenomy as a
whole. In planning and calculating the commodity output volume

of the national economy use is made of both physical and value

indexes of gross and commercisal production.

The gross production of an enterprise represents the value
of the commedities produced by all its departments during a pare
ticular period of the plen minus the value of the commodities made
on the premises and used by the enterprise for production purposes

regardless of when those commodities were made,

The commercial preduction of an enterprise represents the
velue of the commodity output designed for disposal outside the
enterprise, including the commodities required for 1ts own capie
tal construction and capital repairs as well as those turned over
to its ovm nonindustrial enterprises and organizations (housing

construction, division of workers' supplies, dining halls, etc).

In a number of industries where the production cycle is a
lengthy one (many branches of the mechine-building industry, the
war industry, lumber production, the peat industry, etc) part of
the current coests of preducticn is used for stockpiling reserves
required for the cutput of finished products in the next produce
tien cycle. These costs are represented in the increase of uncome

pleted production, semimanufactures, parts, stamping facilities >
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instruments, and other facilities produced on the premises. It
is obvious that in such industries the difference between the
gross production and the output of commercial goods equals the

value of the mentioned increases.

Gross and commercial ;roduction are measured in wholesale
prices. Industry mékes use of the respective indexes in planning
the volume of gross (and commercial) output in terms of the whole~
sale prices of the particular enterprise and the gross (and com=
mercial) output volume in terms of the industry's wholesale prices.
The use of the enterprise's wholesale prices in the planning the
gross and coammercial commodity output is due to the following
circumstences. The final wholesale price of an industrial product
represents the wholesale price of the industry. It is at these
prices that the industry's commodities are sold to the other
branches of the national econcmy and chamneled into the Soviet
trade network., Therefore the full and actual cost of the in-
dustry's commodities as a whole can be determined only by appraise

ing such commodities in terms of the industry's wholesale prices.

To estimate the production operstions of a single enterprise
or industry however it is necessary to use the wholesale prices of
the enterprises. Indeed one of the elements that goes into the
making of the industry's wholesale price is the turnover tax. As
wve have already seen, the relative share of the turnover tax in
the wholesale prices of the industry varies with the different
branches of industry. There is no turnover tax ss a rule on the
commodity output of the heavy industry branches. In the light and
food industries the share of the turnover tax, as measured in

prices, varies with different groups of commodities. Depending on
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the share of the turnover tex en the prices of certein types of
goods, the same costs of production mey result in sharply differ=~
ing cammodity volumes if the latter are measured in terms of the
industry's wholesale prices. This situation may lead to a dis-
tortion of the production results of individual enterprises and
industries, particularly if their output contains groups of come

mbdities subject to different turnover taxes on vholesale prices.

In the case of & number of commodities the share of the

turnover tax as well as the wholesale price of the industry are

directly dependent on the terms under which such commodities are
realized. Thus the industry's wholesale prices of certain food-
stuffs (salt, alcohol, and vegetuble 0il) =re differentiated ac-
cording to the category of the consumers. Under these cenditions
a change of consumers beyond the control of the enterprise itself
may produce in one case & substantial increasse in the volume of

commodities in terms of value and in another a decrease in the

volume of the same commodities.

PFinally, of no little importance also is the fact that in
a number of industries the sale of commodities at the full whole~-
sele price (of the indusiry) is cerried out not by the enterprises
but by the industries' marketing organizations, For example the
enterprises of the oil indusiry sell their products to the Glave
neftesbyt at the wholesale prices of the enterprises while the
marketing organization sells the same canmodities at the wholesale
prices of the industry. Consequently the real price at which an
enterprise redlires its commodities is the wholesale price of the

enterprise.
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In view of the menticned comsiderations, the wholesale prices
of the enterprises are used by individual enterprises and ministries
for estimating the fulfillment of the plen in regard to the com=-
modity velume, and the wholesale prices of the industry are used

for estimating the entire volume of coumercial goods output.

The gross and commercial output of agriculture is measured
in the prices at which the products are sold, and the part of the
commercial output used for agricultural purposes is estimated at

so=called average coammercial conmodity prices.

In plenning capital work, prices are used to determine the
velume of capital comstruction, its structuwre (actual construc-
tion work, equipment, assembly work), end dynamics. One of the

characteristics of the socialist econamy is that the new basic

funds produced in the process of cepltal construction do not as-

sume the form of commodities and do not become the objects of pur-
chase and sale. Money which serves as 2nm instrument of state con=-
trol over the expenditure of public labor is reflected in the field
of capital comstruction as the value of the consiructed objects.

The volume of capital work in the state plans is determined on the

basis of the estimated cost of the new structures.

At the same time the consiruction industry, Jjust like the
other industries, operates on a self-supporting basis. This mesans,
among other things, that its expenditures are reimbursed from its
ijncome. The source of income of the construction industry enter-
prises are the payments pade to them by various eccnomic orgeniza=-
tions for comstruction work. Such payments are made according to
special price rates representing e variety of wholesale prices,

single rates on the compopent elements of general and special
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construction work and prices on the assembly of equipment. The
payment for the equipment assemblage and ready made equipment in

turn is made at wholesale prices approved for that particular

equipment. The cost of materials, calculated in unit rates per

element of comstruction as well as according t0 the cost of equipe
ment assembling, is also determined on the basis of wholesale
prices. Thus the cost of construction that does not come under
the category of industrial commodity prices is based on the exist-

ing system of wholesale prices.

In lsbor planning, prices are used as & measurli
ment of labor productivity in the nabional economy and its dif=-
ferent branches. Productivity of labor in the national econamic
plan is determined by the index of output per worker. Indexes of
value are used in the plan in addition to the physical production
indexes (number of toms of ceal per worker in the mine, the number
of cubic meters of general purpese lumber per worker in the lumber
industry, etc). The value index of output per warker is defined
as the quotient obtained from the division of the gross output
volume, velued at the wholesale prices of the enterprises, into
the number of workers whose labor productivity is determined by

the index under consideratiom.

Prices are used far purposes of plamning the coest of pro-
duction and circulation in the national ecomemy. All the expendi~
tures of basic and circulating production funds are valued at the

existing state wholesale prices.

The calculation of the commodity cost of the industry and
state farms, the tractor work performed by nmachine-tractor sta-

tions, and freight hauling by all types of transportation is also
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made on the basis of state wholesale prices paid for raw naterial,

fuel, and other elements used for production purposes. -

Prices sre used for plamning the turnover of goods. The
volume of state and cooperative trade as a whole as well as the
volume of the different trade systems are calculated in terms of

state retail prices.

Prices are' used for evaluating the stete of the national
econamy, particulerly for the planning of production, distrivution,
consumption, and surplus sccumulation of the total national product
and the national income. In a word, the drafting and the control
over the implementation of the most important integral parts of
the plan of national econonic development is in one way or another

connected with the use of the instrument of prices.

Measuring the Dynamics of the National Economy and Price Indexes

So far we have confined curselves to describing the use of
prices in the planning of so~called volume assignmenis to the
branches of the national economy. The discussion dealt with
volumes of gross and coemmercial commodity ouwtput during a spe-
cific peried, the plammed output per worker, production costs, and
the volume of retail geode turnover. The state plans however pro=-
vide slso for indexes of the dynamics of the national economy in

eddition to the assignments by velume.

OQur stete economic plans are plans for the development of
the Soviet economy. Reflecting the essential requireuents of the
objectively operating laws of econamic development, they determine
the direction end required tLempos of developuent of the national

economy. The creation of a meterial abundance in the USSR, the
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insuring of the defensive capacity and independence of the USSR,
and the strengthening of the international positions ard foreign
econocuic ties of the first soclalist state in the warld are probe
lems closely tied to the development tempos of soclalist produce-

tion.

The use of the existing prices for planning the value in-
dexes of the dynamics of the nationsl economy however involves
certain methodological difficuliies. Yo take a reliable measure
of the dynemics over a number of years, we must see to it that
the riicular messure us is identical thraoughout that periocd.

The existing stete prices cannot, by thelr very nature, serve as
such a measure. A consistent reduction in prices is carried oub
in the Soviet state. This means that the prices in force at any
particulsr period of time covered by the plan may differ fram the

prices of the preceding period and from those included in the plan.

Let us take, for example, the five-year plen assignment in
regard to product A and the indexes showing the implementation of
that task in terms of existing prices.

19503

Unit of . % of

Indexes Measure 1945 1950 1945
No of items according to plan units 10,000 16,000 160.0
Price specified in the plan rubles 1,000 1,000 100.0

Volume of goods, in terms of million 10.0 16.0 160.0
value, according to plan rubles

No of items as per sccount units 10,000 18,000 180.0
rendered

Actual price rubles 1,000 800 80.0

Volume of goodse, in terms of millien 10.0 Uk 14k.0
value; as per account rendered rubles
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The table shows that the sctusl volume of commoditles was

increased by BLi% as sgainst the 60% increase, in value terms,
called for by the plan, that is, that the plen was allegedly not
fulfilled. However suffice to consult the indexes of the physical
agpect of the plan fulfillment indicated in the above table 1o be~
come convinced that the commodity gutput plan was comsiderably
overfulfilled. The prescribed physical increase of cormodity cute

put was 60% but the actual quantity of items was increased by 8%

The aistortion of the indexes of production in this case
is the result of the incamparability of the actual prices with
those specified in the plan, The plan specifies the same price
in 1950 as in 1645, that is, 1,000 rubles per unit, whereas the
actual price was reduced %o 800 rubles. To determine the actual
change in the physical volume Of commodities it is necessary to
eliminate the effect of price changes. The index of the physical
volume of goods will be determined as the ratlo between the com-
modity volume axpressed in terms of value and the price index. In
the example we cited above the cormodity index expressed in terms

of value is 1hk and the price index is 80.

The index of the physical volume of camodities will then
amount to

}%x 100 = 180.

*  Thus the utilization of prices for planning purposes calls
far the development of a system of price indexes and the use of
such indexes to determine the indexes of the dynamics of the nae

tional economy of the USSR,
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The System of Price Indexes

What is understood by a price index is a relative value
characterizing the price chenges during 2 definite periods of
time., One of these periods is taken as a basis for determining
the dypnamics of prices, Thus in the index of price changes for
1950 as compared with 1945, the latter year is taken as a base,
that is, the 1945 price level is taken as 100, Either the current

or the plan period can be used asz a basis, For example, in the

practice of planning, it is necessary to measure the prices with

¢ the actual prices

existing in one 2f the accountable periods as well as to the prices

called for by the plan. In the first cage, reference is made to

the current price indexes, and in the second to the price indexes

indicated in the plan,

The price index of a single type of comnodity is calculated

as the ratio of the brice of that cammodlty at a specified date

to the price existing on the date used as a base. In the example

clted above, the price index of comuodlty A, that is, the individual
index, equals

800
' 1,000

X 100 = 80,

When the computation of the price index of a whole group
of commodities is required the calculations become more cemplicated,
let us assume thet we have not one but 5 different cammodities and

that thelr prices underwent the following changes.
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Commoditles

A 80
B 90
c 75
D 65
B 95

What is the average price change for the entire group of

commodities?

Let us use the arithmetical mean of the mentioned 5 indexes

as en average. it will smount ©o

80 + 90 + 75 + 65 +95 - a3,
5

How reliable will such an index be? It would be precise if
the reletive share of each of the 5 commodities in the total com-
modity volume were the sasme. Failing this, the price index thus
computed will be unreliable., Let us irace the changes in the

group index due to the relative shares of the different commodities.

Relative Share of Commodities in ﬁ
& B ¢ D E

Variants Group Price Iadex
I 20 20 20 20 20 81.0
Iz ko 20 15 10 15 82.0
Iz 10 30 15 5 ko 87.5
w 20 10 30 35 5 7540
v 15 i5 20 4o 10 76.0

From this it follows that the computation of a group price
index must take into account the structure of the commodities in-
volved. Changes may occur not only in the individual prices of
the commodities but also in their respective volumes, as campared

«l35 -
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to the base period. To avoid the distorting effect of that factor,
the same cammodity structure must be used for both the base period

and the date for which the index is computed.

The group price index, determined by the combined index
formula, is presented in the following way.
. P1Q; + PoQp + P3Q3 -+ «esPylp = TPQ
BRI + D2R2 + D3N3 + ee+Pn )
in which V represenis the (aversge) group price index, Py, Pp, P3,
and P, the prices of the comodities at the tiue the index was
camputed (current or plan period), Py, Pp, P3, aud Py Vi prices - e
of the same camodities in the base period, and @y, Qp, Q3, and L

Qn the quantity of commodities.

There sre several methods of calculsting price indexes:
(1) by selecting a group ¢f siable products, (2) on the basis of
unchanged volumes of different groups of products, (3) om the basis
of the relative volumes of different groups of conmodities existe
ing st any particular period covered by the price index, and (%)
by & re-evaluation of all commodities in terms of 2 prices (bvase

period and existing prices).

The advantage, and probably the only adventage, of the price
indexes calculated on the basis of a permenent selection of com-
modities is that their strucbure is relatively simple and can be
easily checked. But such indexes can be reliable enly when the
selection covers a volume of products which ie decisive in quantity
and typical in importence. But this is In fact made impossible by
the very form of the index which calls for a relatively limited

pamenclature of representative commodities,
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The price indexes calculeted on the basis Of unchanged rela-
tive volumes of commodities are superior to the previous types of
indexes only in that they take into account the price changes of
the entire commodity output. The correlation between different
groups of products however is taken as a constent. Therefore such
an index cannot be considered fully reliable under conditions of
substantial structural changes in the commodities and dissimilar

dynamics of prices on different groups of commodities.

In the planning and the statistics of the national econcmy

i 2o eustomerr ta eelculate price indexes on the basis of the rela-~
tive volumes of different groups of commodities existing at any
particular period of time covered by the price index under conside
eration., Price indexes are computed according to the commodity
structure of the base period or. the date for which the index is
meant. The comodity structure ig as 8 rule applied to the date
for which the index is camputed. The total price index for the
industry as a whole or for 3¢s various branches can be computed

on the basis of the figures showing the average price changes af-
fecting different groups of products and the relative volume of
different groups of commodities. Such an index would be sufficient-
1y relisble for the purpose of characterizing the total price
chenges in the industry as e whole and its varicus branches. But
indexes computed in that fashion cannot alweys be used for calcu-
lating the physical volume of commodities (or labor prodnctivity)

of individual enterprises. Indeed the average price changes af -
fecting a single group of cammodities as & whole mey not character=
ize the actual changes in the prices of the commodities camprising
‘c’maﬂ;9 group and produced by the given enterprise in cases where

there is no equal price reduction &n all c:xmodi"t.ies. But the
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planning of production in terms of existing prices calls for the
calculation of price indexes not only for the industry as a whole
and not only for the various branches of industry but also for
individual enterprises. This calls for the computation of price
indexes for single enterprises on the basis of a revéluation of
the camodities in terms of 2 prices (base period and existing

prices).

The necessity of planning the dynamics of commodity out-
put and labor productivity in comparable prices and the impossie-
ility of determining price indexes for single enterprises oxcept
by a revaluation of the cammocdities in terms of 2 prices (base
period and existing prices) necessitates the use of the dynamics
of commodilby prices, fixed for a certain date, as a measuring dee-
vice for planning purposes. 7Thus the wholesale priceé of enter=
prises in force by 1 January 1952 have been used since January 1952
for planning the dynamics of gross commodity production and the

output per worker during the Fifth Five-Year Plan,

The following price indexes are calculated and used in the
national economic planning and statistics in the Soviet Union:
(1) the wholesale price index of the industry, (2) the total
genersl index of retail prices, (3) the retail price index of the
state and cooperative trade, (4) the price index of the collective

farm trade, and (5) the index of procurement pric;es.
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CHAPTER VIII. THE SOVIET PRICE SYSTEM

AT DIFFERENT STAGES OF THE DEVELOPMENT
OF THE SOCIALIST SOCIETY

The Price System in the USSR in the Prewar Period

The price gystem novw in existence in +he USSR vas largely o, f
developed during the last five-year plan before the Great Father-
cred the second phase of its

1end War, afber the soviet state ent

gevelopmente.

As far back &8 the period of transition from capitelism o
socialism the Soviet state made use of the objective econcmic lews
4o determine the movement of prices in the USSR,

existence of capitalist elements in production

on 8t that bime made possible &

However the

and in the sphere of circulatl
the npatiopal incame, through

spontaneous pedistribution of part of
in fam of theose capitalist elements.
make full

This created an urgent problem for the Soviet states o
to ousting the capi-~

ent of prices with a view
distributing and redis=~

the medium of prices,

use of the instrum

talist elements from the USSR's econduy,
of the working class and

£rivuting the pational income in faver
working peasants, increasing the gocialist surplus accunulation for
pting the metberial conditions for

jnaustrializing +he USSR, and cxre

the completbe liquidation of the exploiting elements.

All the price praoblens af that period were being solved
upnder conditions of a desperate class struggle. The pressed capi-

talist elements of the wowns and villages attempted to use the

prices o strengthen thelr positicn &n
They tried undexr those C

a undermine the dictater-

ohip of the proletariat. onditions to
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impose a policy of high and growing prices oo the country and to

undermine the Soviet ruble. The party and the Soviet Government
countered that with a policy of serving the interests of the
people, a policy of stebilizing the prices of agricultural products '

and reducing the prices of industrial goods.

"We bhave no free play of prices on the market as is usually
the case in the capitalist countries,” Stalin said in his speech
to the plenun of the TsK and the Central Conmbrol Committee of the
vke(b) in 1929. “We lergely determine the prices of bread, We
deteminé the prices of industrial gowds., we try WO implemene
policy of lowering production costs and reducing the prices of in-
dustrial goods and are striving +o maintein stable prices on agri-
cultural preducts. Is it not clear why no such special and spe-
cific messures are taken in the markets of the capitalist coun-

tries" (Stalin, I. V., Soch., Vel 12, pages b3k ),

The victor'y of the sacialist econowy in the USSR has pro-

duced a change in the role and nature of price utilization.

The elimination of the capitalist elements from production
and the sphere of goods circulation obviated the necessity of
using the prices es a method of ousting the capitalist elements
and redistributing their income in faver of the socialist econamy.
At the same time, the importsnce of prices as an instrument for
orgenizing the econocmic activities of the Soviet state was ine
creased. They stimulated production and. the development of com-
modity circulation between the towns and villages, bebween dif-
ferent branches of the ecououy and areas of the country, and the
systematic expansion of national comsumption by raising the pur-
chasing power of the Soviet ruble. The extent of goverament cemtrol

over price formation in the country rose to unprecedented heights.
) - 200 -
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In the field of retail prices, this was manifested, follow-
ing the abolition of the ration system of supplying the popula~
tion with mass consumption industrial goods and foodstuffs in 1935,
in the gradusl trensition to unifornm {incivding zonal) retail prices

fixed by the government.

The peculisr festure of retall price fometion up to that
time hed been the establishment of final prices for most of the
commodities within the trade network iteelf om the basis of 4if-
fPerent price-~forming factors determined by various organs of the
state. Only a suwell group of commodities were coversd By the
gtable retail prices fixed by the govermment and so designated on
the labels, the so-called label prices {on cigerettes, tobacco,
matches, toilet sosp, school note books, and electric bulbg ). As
for the other goods, the retail prices of each batch of goods were

computed by the trade organizations by way of adding the trade and

transportation costs to the industry's wholesale price, and in

yural areas the trucking costs were added. Trade and transporta=-
tion cherges were Pixed by the govermment for only part of the
goods. The charges on all the other conmodities were determined
by the Ministxry of Trede and even by the trade orgenizations thems
selves (on so-called "third category” goods). The trucking and
cartege charges were approved by the oblast (and krai) organiza-
tions. Such a practice of determining retaill prices inevitebly
led to the prices for the same goods sold in the
same place. It also made price fixing extremely complicated,
required a large staff of bookkeepers in the trade network, end
slowed the circulation of goods. Of no 1ittle importance also was
the fact that the system of calculeting rebail prices vhen in use

made it difficult for the consumers to exercise cootrel cover prices.
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The introduction of govermment approved price lists of wni=-
form retail prices contributed a great deal to the strengthening

of the purchasing power of the ruble and the stability of wagee.

First, the retail prices could no longer fluctuate accord-
ing to the changes in the expenditures of the trade network, Second,
the differential prices on feodstuffs for a limited number of zomnes
and the introduction of uniferm prices for most of the industrial
commedities did much to equalize the real wage levels in different

areas.

The introduction of uniform retail prices played an ime
portant part in stimulating vetter work and stricter control over
the observance of the Soviet price policy on the part of the trade
organizations. The uniform retail price lists created unprecedent-

ed poésibilities for the consumers to exercise control over prices.

The trade orgenizations were relieved of the function of
calculating state retail prices for ;a.ll nass consumption goods, a2
function unususl for them, The trade and transportation charges
added by the trade orgsnizatious to the wholesale selling prices
were replaced by governmentefixed rebates in every approved price
1ist to cover the expenditures of the trade (in certain percentages

of the retail prices).

The changeover o the system of fixing uniform state retail

prices signified a substentisl change in the role of the industxy's
wholesale price in the process of price formation affecting mass
consumption goods. By epproving the fixed retail prices and de=-
fining the rebates required to cover the costs of the trade, the

state also determines the wholesale price level of the industry.
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The wholesale price of the 4ndustry is industry's share of

the final price st which the goods are sald to the comsumer, the

state retail price. This also putva:a end to the outward insula-
tiom of the indus'i:ry's wholesale prices from retaill prices. The
retaill pricé of mass consumpbion goods now determines the indus-
try's wholesa.le.ceiling prices, This prompts the industry to make

its production costs comuensurable with the retail price.

Industry's relation +o the process of price formation itself

hes alzs chenesd. Retall prices and the market are no longsr of

Bes sLET

o

i{nterest to the trade organizations alone, The marketing of mess .
consumption goods directly affects the financial results of the

agperations of industrial enterprises.

As lomg as reball prices were forned by way of adding trade
charges to the vholesale prices, the costs of commodity circulation
in the trade network were not directly reflected in the industry's
Pinancial operations. Under the system of Pixed retail prices,
the Tinal retail price consists of 2 integral parts, the share of
the trade, as fixed by the trade rebate, and the share of industry
representing the price minus the trade rebate. Oobvicusly the larger
the share of the trade the smaller the share of the industry. Such
a price structure contributes to the strengthening of mutual com-
+rol over the costs of production and cammodity circulatiom. The
changes made in the recent system of crediting the financial accu-
ulations produced by the prices of goods to the state budget playsd
an importent part in the metter of price formation in regard to con-
sumer goods. A single method of insuring such credits to the state
budget, the turnover tax, was introduced to replace the vestige of

the supply rationing perioed, that is, the separately existing
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budgetary discrepancies and special deductions in fevor of the

budget in addition to the turnover tax.

At the same time a number of light industries changed the
method of calculating and peying their turnover tax to the state
budget. Practice has shown that in regard to groups of commodi-
ties produced in large varieties (such as cloth, for example) the
existing wmethod of collecting turnover taxes in the form of per-
centage rates of ‘the industry’s wholesale price is unsuccessful,
Even 2 laorge mumber of such percentege deductions could not insure
B a more or less even profit level of various types of goods and
individual items. This was conducive to distertions in the proc=-
ess of setting up directors' funds for various enterprises and to
violations of the plan assignments in regard to the assortment of
goods. A system of dual prices was introduced in 1939, first in
the textile industry and later in a number of other industries.
This system called for fixed retail as well as wholesale prices
(without the turnover tax) bullt on the basis of the planned cast
and normal profit level of various types of goeds. The difference
between the retail prices without the trade rebates and the whole-
sale prices without the turnover tax was credited to the state
budget. The introductiom of wholesale prices without the turnover
tax made possible not only e greater wniformity of profit on vari-
qus articles and types of commodities but also a gresier financial
stability of the enterprises,

The enhancement of the role of prices as an instrument of
econamic and organizational activities of the Soviet state required
the introduction of & referm in the wholesale prices on the means

of prsduction., The vholesale price system in existence at that
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time provided for government subsidies to the most important in-
dustries. Subsidies paid out of the state budget were unavoidable
at a certain stage of our industrial development. In a short
period of time the Soviet state built a large number of new enter-
prises and created a number of new Ilndustries which have never
existed in Russie before. It took some time to develop the proper
aperations of those enterprises and it wvas quite natural at first
to incur excessive production costs in the output of new types of

comodities.

To build the wholesale prices on the basis of these tempo=-
rary production overexpenditures would have amounted to misleading
the econcmic organizaticens, contributing to their cemplacency, and
depriving them of the stimuli for improving their production methods.
It is obviocus that the problems involving the wholesale pricg level
and profitable operations could not be approached under the +then
existing circumstances. The possibilities of a further reduction
of production costs had to be taken into account and all the opera-
tione of the economic organizations had to be subordinated to those

possibilities.

The substantial successes achieved during the first half of
the Second Five-Year Plan in the matter of reducing production
costs end the increased possibilities for surplus accumulation not
only in the light but also in the heavy industry peturally raised
the question of ebolishing the system of state gubsidies and ese=-
teblishing prices designed to reimburse the industry's costs. The
system of state subsidies, absolutely unavoidable and justifiable
at a certein stage of development of the Soviet industry, began to

act as a brake on its development. A reform of industrial wholesale
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prices was carried out between 1936 and 1940, The gist of that re-
form was the fixing of wholesale prices on the basis of cost and

ninimum profit.

At the same time & reform was introduced into the system
of transportation rates, The railrosd transportation rates were
changed with & view to covering the cost and insuring the profit-
able operations of freight heuling +to the extent necessary for the
promotion of expanded reproduction of the railrocad transportation

aurces of accumulation. River and sea transpor-
tation rates were established with a view to encouraging the con-

sumers to make every possible use of waterway transportatien.

The existing -state procurement prices, adjusted te conform
to the new conditions of agricultural procurements following the

abolition of supply rationing assumed their final shape during the

same period, The problem of increasing the role of procurement

prices in encouraging higher harvest yields and larger deliveries
of agricultural rav materisls to the state was tackled in a new

fashion, Special bonuses were introduced for increased deliveries
of cotton to the state and later alsc for many other types of ag-

ricultural products.

Thus & unified system of fixed state wholesale and retail
procurement prices came into being by the beglinning of the Great
Fatherland War. This system served as an important stebilizing

factor of the Soviet ecomomy during the severe wartime tests,

The Soviet Price System During the Great Fatherland War

The war imposed great hardships on the Soviet economy which

convincingly demonstrated its enormous advantage over the capltalist
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econamy in those severe wartime years. The Soviet price system

also stood the test of wartime.

During the Great Fatherland War the social;st state made
successful use of the instrument of prices. It used that instru-
ment to alleviate the hardships of war endured by the people by
influencing the costs of the wer indusiry, to protect the real
wages of workers and employees from the spontaneous fluctuation
of prices on the unorgenized market, and to encourage the collec-
tive farmers and farms to honor their econamic obligations %o the
state. In the course of the war the socialist state succeeded in
insuring the stability of wholesale prices on raw materials, fue_L,
industrial equipment, and of retail prices on mass consumer goods
in the controlled retail trade and in considerably reducing the

wholesale prices of war materials at the sanme tine.

The significance of that fact will be appreciated when we
besr in mind the exceptional difficulties faced by the USSR econ~

omy at that time in the realization of the Soviet price policy.

The Great Fatherland War brought sbout substential changes
in the commodity circulstion in the country. The temporary loss
of a part of the USSR's territory with a highly developed agri-
culture, heavy, light, end food industries apd the conversion of
very many enterprises to war production culminated in a consider-
able reduction in the production of foedstuffs and indusirial
goods., At the same time the total share of marketable cousumer
goods was sharply reduced in favor of the growing consumption of
war materisl.  The enormous costs of prosecuting the war in turn
required a limited issue of additional currency in the first years
of the war as a supplementary financial source for the state to

finance the war.
- 207 =

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7

The ;Lntroductim of rationing of consumer goods enabled the
state to meintain the stability of state retail prices on foodstuffs
and other essentizl goods. The retention of prewar prices on ra-
tioned goods entailed definite losses for the state. These losses
were brought sbout in part by the fact that the prewer prices
lagged behind the production cosis of consumer goods which were
considersbly incremsed as a result of the temporary loss of the
districts supplying many industries with the cheapest agricultural
raw materials, poor crops of sgricultural ruw materials and lower
productivity of the stock raising industry, poorer indexes of raw
material utilization due to the loss of many techaically well
eguipped enterprises, and the growing cost of wages per unit of

production,.

But the state had anticipated those losses considering then
es unavoidsble wartime losses without which it would be impossible
to insure a stable budget for the working people and therefore
also the required level of productivity for the developing war

economny.

Different relations emerged in the sphere of prices beyond
the confines of the organized merket. Since the state prices on
rationed goods remained unchanged, the entire momey surplus flowed
into the collective farm market which continued to function during
the war, Before the war the share of the collective farm market
in the entire volume of retall goods turnover amounted to 19%. In
the first years of the war the amount of money availsble for the
purchase of goods sold on the collective farm market wes increased
many times over. This produced & shaxp increase in prices on the
collective farm markets in the cities in the first years of the war.
The prices continued to grow until the middle of 1943.
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Hewving secured the regular supply of the populetion with
stable rations et stable prices, the Soviet state found it possible,
to the extent permitted by the restoration of agricultural produc-
tion and the increasing cutput of industrial goods, to allocate
certain quantities of foodstuffs and other essential goods for
supplying the population through commercial trade channels in ad-
dition to the ratione-card goods. This unrationed commercial trade
enabled the Soviet state to meet the demand which could nat be
met with rationed goods and to derive additional financial re-
sources for financing the war and the naticnal economy, The
prices charged in the commercial trade network were determined on
the basis of the commodities available to the state for channeling
into commercial trade, the necessity of recouping some of the
losses caused by the retention of prewar prices on rationed goods
and the possible strengthening of the econamic influence on the

collective farm market,

The development of cammercial trade and the consistent re-

duction of the prices existing in it had a beneficial influence
on the collective farm market. /At the same time this cammercial
trade represented a very important preparstory stage for the exe

pansion of open trade without ration cards.

In addition to the stability of retail prices on the mass
consumer goods sold on the rationed market during the war, the
Soviet state also introduced a sharp reduction in the prices of
var materiel end emmunition £oTf $he armed forces as well as the
stability of the wholesale prices on the means of production and
other types of civilian goods.
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The enormous successes achieved by the Soviet industry in
the designing of new types of militery facilities, the introduc-
tion of advanced technology, and the orgenizstion of war produc-
tion on & mass scale created the necessary conditions for reducimg

the costs of producing armsments and ammunition for the armed forces.

The cost of certain types of tanks, planes, artillery, end
other firing equipment was reduced to 1/2 and 1/3. The cost of
war production as a whole was reduced by more than 50 billiom

rubles during the war. This made possible & corresponding reduc-

vion in ohe woolesale prices of the cummedities supplisd under

waxr

orders which resulted in considerable savings on war expenditures. R

The situation in regard to the cost of the heavy industry
output was somewhat different., Considerable changes took place
in the economy of the most importent branches of the heavy industry
during the war, including the temporary less of the Donets Coal
Besin, the Krivoy Rog irom ore basin, the southern metallurgical
industry, and the Dnieper electric power system; the removal of
neny first class machine building enterprises o the east; the
basic changes in trensportation; and the losses of gualified cadres.
The forced development of the raw material, fuel, and power branches
of the heavy industry celled for the introduction of special incen-

tive wage systems in those branches.

Under such comditions the cost of ccmmodityl output in &
number of branches of the heavyl industry was increased during the
wer. The gap between the rising production costs of the heavy in-
dustry end the relatively low prewar fixed wholesale prices on the
coumodities of that industry could be eliminated by 2 methods, by

raising the wholesale prices to the level of the increased
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production costs or by relmbursing the losses sustalned by the heavy

industry with subsidies from the state budget.

The Soviet Government kept the prewer wholesale prices ou
heavy industry commoditles and introduced a system of state sub-
sidies to the branches of heavy industry operating at a loss as a

temporary measure for the duration of the war.

The stability of the vholesale prices of raw materials and
fuel as well as transportation rates were important elements in the
struggle Tor iower produciien custs oF the var industry. To
achieve the full mobilization of all svailable reserves in indus-
+ry connected with the development of large scale war production,
it was necessary for the war enterprises to keep a strict and re~
liable acémm‘t of their own expenditures. Such cantrol over the
expenditures and the effective influence on them on the part of
the state could not be achieved under conditions of unstable and

rising prices of industrial raw materials, fuel, and electric power.

The retention of the prewar prices on industrial rew na-

terials and fuel as well as transportation rates despite the losses

they incurred due. to wartime conditions was dictated by the ine

terests of the stabllity of retail prices on mess consumer goods.
The population's demand for mass consumer goods under war condi-
tions could be met by way of including into the caumodity circula-
4ien not gnly centralized stocks but also local resources. And
the maintenance of the Soviet price system, that is, the stability
of the state retsil prices on all rationed goods including the
locally preduced goeds, could not have been achieved under condie
tions of growing wholesale prices on the mesns of production and

rising freight hauling rates.
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Finally, the sdjustument of the wholesale prices of the means
of production to their wartime production cost would have meant
that the postwar recomstruction of the national econamy would have
to be carried qut on the basis of high prices incompatible with
the peaceful comstruction and the establishment of the proper value
correlations among the various branches of the Sovietl econamy.

This situation could have created additional difficulties during

the postwar reconversien of industry te peacetime camstruciion.

A1l this made it expedient to keep the prewer wholesale
prices en ihe heavy industzy ) v But the losses s5usSe
tained by heavy indusiry were more than covered by ithe savings
achieved through the reduction of the production costs of the war
industry which were redistributed with the aid of state budget

levers.

Gf all the countries at war, enly the Soviet state carried
out a systematic reduction in the prices of war materiel during

the war.

The situation in the bourgeois countries presented a dif-
ferent picture. The capitalist monopclies of the US, Britain, and
the other bourgeois countries used the war as a method of making
fabulous profits. Thus through the notorious policy of govermuent
"eontrol of wages and prices" Americen mondpoly capitalism succeeded
in "freezing” wages and using the benefits derived from the growing
lsbor productivity under conditions af mass war producticn as a

source of its own colossal enrichment.

At the seme time the American monopolies, using the alleged

necessity for the state to meke sacrifices in the interests of price
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stabilizetion as a pretext, took advantege of the tax system to
redistribute the workers' income in thelr own fever. Thus the so-
called price control in the U, Britain, and other capitalist coun-
tries during World War II was the form of "economic life control”

vhich V. I. Lenin had referred to during World War I,

"Both the US and Germany ‘'are controlling the economic life'
with a view to creating military penal servitude for the workers

(and partly also for the peasants) and a heaven on earth for the

workers to hunger and securing higher profits for the capitalists
(secretly, by reactionary bureaucratic methods) than ihose cbtain-

able before the war" (Lenin, V. I., Soch., Vol 25, page 305).

First of all price "control" in the caepitalist countries
did not preclude any straight and prettiy sizable increases in

the official prices during the war.

As early as 1943 the wholesale prices in the US were in-
creased, according to official figures, by 35% and in Britain by
67% as compared to 1939 (Monthly Bulletin of Statistics, June 19k,
pege 186). But the actuel price increases were considerably higher
than the efficial statistical figures. In the first place in addi-
tion to the market which was more or less controlled by the govern-~
ment there was also a so-called black market with considerably high-
er prices in the cepitalist countries during the war. Secondly the
officisl govermment statistics cite only the Tfigures dealing with
official wholesale price changes, ignoring all the other income
soufcee of the capitelist monopolies and thereby concealing from

the working people the actual structure of prices and the profits

° made by the capitalists. At the same time World War II introduced
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many new sources of monopoly profits for capitalist cartels. In
addition t0 straight incresses in prices during World War II, the
bourgeois governments made large scale use of the tax methods to
redistribute the workers' incomes in fevor of the capitalist monopo-
lies. Thus government subsidies over and sbove the established
price level were paid under the pretext of stabilizing prices on
goods. In Britain sbout 600 million pounds of taxpayers' money
were paid during the war in govermment subsidies to wholesale

firms dealing in Ffoodstuffs. I.n‘the US government subsidies, that
is, taxpayers' money, were paid for meny types of strategic rav ma-
teriais (coppsr, isad, liguid fuel  etc). Thus by creating a sem-
blance of price stability and refusing the demand for higher wages,
the bourgeois govermment ingured the growing income of the cspital-

ist monopolists by raising the taxes on wages.

Another method of deliberstely concealing the actual in-

creases in the prices and profits of the capitalist monopolies

during the war was to charge to the taxpayers a ccnsidersble part

of the cost of the productiom designed to Fill govermment war orders.

An unprecedentedly high amortization on fixed capital, 20%
per annum, was charged in connection with government orders in the
US., The capitalist monopolies were at the same time permitted to
vrite off deductions for varigus insurance and reserve funds which
mede it pessible for them to avoid the payment of taxes on & cOb=-
aiderable part of their profits. The prices paid for war neterials
gusranteed a high profit level in all cases, Such were the conse-
quences of the management by the caepitalist mongpolies who took ad-

vantage of the war orders to meke the highest possible profits.

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



- N - —
Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7

That is why World War II was s8¢ exceptionally prefitable for
the capitalist monopolies. The net profits of all American corpora-=
tione during the war (after taxes have been deducted) were almost
3 times as much as the prewar profits, as mey be seen from the fol-

lowing table.

5 Prewsy Years 5 VWorld War II

51235—1232 ) Years ‘12&_9-12& )

Net profits of all 15,3 billion doilars 42,3 billion dollars
American corporations

and the Adoption of Uniform State

Re'taii Prices '

The system of steble prices on rationed goodsland falling
prices on available unrationed goods was both inevitable and to

the best interests of the USSR in time of war.

The existing commercial trade however produced a multipli~
city of state prices. By the end of the war there were the follow~-
ing stete retail prices for the same commodity depending on vhere
it was svailable for sale$ ration prices kept at the prewar level;
somewhat higher prices on industrial goods sold to farmers in
propar’qion 4o the quantity of produce they sold to the state at
govermment~fixed prices (rufal prices); and high commercial
prices. And when the commercial trade was first organized there
were different cut prices for different categories of consumers

in addition to the general commercial prices.

The multiplicity of prices created a situation whereby the
same smount of labor, expressed in terms of the warkers' financial
inconie, was exchanged for a different amount of labor embodied in

consumer goods. This reduced the purchasing power of the ruble
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and the significance of wages as a stimulent for higher labor pro-
ductivity. The existence of a variety of prices brought about a
spontanecus flight of scme of the ratiemed products and industrial
goods to the open market, The multiplicity of prices gave rise to
speculation making it possible for speculating elements to batten

on the pepulation and the state,

That is why immedietely after the end of the war the TsK
KPSS and the Soviet Government decided to adopt the important post-
war measure of abolishing the multiplicity of prices as inimical
to the further development of the Soviet economy and to chenge to

- & norEal Lredc system based oo uniferm stete retsill prices fixed

in relatiem to public production costs.

The changeover to uniform prices had been prepared by gradu- .
ally narrowing the gap between ration and commercial prices through
the systematic reduction of prices and expansion Of commodiity turne
over in the commerciel trade. Following the considerable reduction
in the prices of 8ll goods in the cammercial trade and the slight
increase in the very laow prices of certain rationed foedstuffs in-
troduced in September 1946 the gep between the ration and commercial
prices was reduced to a minimum. Thet is how the changeover %o unie
form prices was facilitated. The introductien of uniform prices
however 'required one more condition. It was necessary 4C bring
order into the maney circulation and eliminate the surplus of de-
preciated currency which bore heavily on the market producing an
unsteady cammedity turnover., This situation was remedied by the

introduction of a currency reform.

The new uniferm state retail prices were fixed at a figure

2.5 times lower then the commercial prices en foodstuffs and 3.2
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times lower in the case of industrial goods. And the prices of
such items of daily use es bread, cereals, and macareni products
were fixed at 10~12% below the existing ration prices., The pre-
viocus ration prices were retained on meat, fish, fails, sugar,

confectionery, potatoes, vegetebles, tobacco products, end matches.

The chengeover to unifornm state retail prices signalled the
abolition of the survivals of wartime in the Tield of distribution
and the strengthening of ‘the econamic levers controlled by the

vv_  The vole of money as an economic instrument

of the Soviet state for the organization of production and distri-
bution was enhanced. With the bulk of the commodities concentrated
in the hands of the state, the adoption of the system of uniform
state retail prices based on stable wholesale and procurement

prices improved the stebility of money circulation to a very large

degree.

The elimination of the gaps petween the prices for the same
products served to destroy the econonic basis for speculation and
for the spontaneous violations of the planned currency circula-
tien which produced a disparity between currency circuletion and
commodity turnover. The use of uniform state prices, the aboli-~
tion of the ration card system, and the improvement of currency
circulstion opened é wide field for the operations of the prine
ciples of gocialist organization of lebor and wages which are
characteristic of the first phese of & conmunist society. The
role of money, &s the only measure of lsbar expenditure aud con-
sumption, wes enhenced. The comsistent realization of the social~
ist principle of distribution according %o the gquantity and quality

of labor expended is thereby assured.

.

r
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The wide gap between the prices of retioned goods and the
cormercial prices of unrationed camodities ohtainable in addi-
tion to the rations, existing under the ration card system, tended
to reduce the difference between the real wages of skilled and un-
skilled workers employed in the bagic and serv:ice industries and
between those doing hard and light work. That situation alse
served to limit the possibilities »of using incentive wages as an

additionsl inducement to higher labor productivity.

The liquidation of the multiplicity of prices by abelishing

the rationing of goods served o undermine the system of wage
leveling and to create all the necessary prerequisites for the con~
eistent realization of the Soviet state policy in the field of
wages which provides for the fixing of wages according to the
quality of the work performed and the conditions under which it

was performed.

Under the uniform price system it becomes possible to meke
large scale use of incentive wage scales and piece work as well
ag bonuses for the engineering and technical personnel with a view
to achieving a high productivity of lebor and a systematic over-

fulfilluent of production plens.

The steady improvement of the workers'® living standard is
the lsw of socilalist production. Prices and wages are the links
of the general mechanism for the distribution of the national in-

" come bebween surplus accumulation and censumption. The well-being
of the masses in the Soviet Union is gteadily improving both through
%he increasing income of the workers end the reduction of retail
prices. The correlation between these 1inks may change under the

conerete conditions of any perticular period while the systematic
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imyrovmen‘b of +the material and cultural conditlons of the workers

remains unchanged.

When the currency circulation has been put in order and the
changeover to the system of uniform state retail prices completed,
the improvement of the workers' living conditions, pgrticula.rly
the increases in resl wages, is largely determined by the ﬂyatem-
batic grovth of the ruble's purchasing power which in turn is mede
possible by ’che_ congistent realization of the Soviet policy of re-

tall price reduction.

The role of prices in the process of stinmulating sgricul-
tural production has been enhanced. The high price level exist-
ing in coumercial trade and on the collective ferm markets tended
to depress the real value of procurement prices. This also served
to upbalance the correlations betreen the various branches of ag-
riculture in regard to thelr income, While in the prewar period
the technical cultures, comprising a large part of the agricule
tural output, were the most profitable items of agriculture, first
place in wertime was held by food cultures same of which brought
high prices on the collective farm market. The bonus system which
played en. excepiionally important part before the var in promoting
agricultural production, particularly technical cultures, lost its
previous importance following the drep in the ruble's purchasing

power in the first period of the war.

The introduction of uniform state retail prices, while sud
prices were being reduced throughout the USSR, and the normaliza-
tion of the collective faxm market brought about a substantial in-

crease in the value of stalte procursment prices. The stable prow-

curement prices and the steady increase in the purchasing power of
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the Soviet ruble laid the foundation for the systematic and steady
growth of the real financial income of the collective farms and ' -

farmers.

The sbolition of geods rationing and the increased pur-
chasing power of the Soviet ruble have substantially improved and
will continue to improve on an increasing scale the role of bonuses
paid for above-plan deliveries of agricultural produce and raw ma-
terials to the state, for increasing the harvest yields of all ag-
ricultural products, and raising the output of the animal industry.

The enhencement of the economic value of procurement prices and

the resultant increase in the incame of the collective farm peas~
antry from socialized agriculture wvere among the most important
prerequisites for strengthening labor discipline in the collective

farms and the general consolidation of the collective farm systeu

in the villages.

The Consistent Reduction of State Retail Prices in the Postwar

Period

As pointed out earlier, the abolition of the ratiom card
system and the chenge from multiple to uwiform prices were ace
companied by & reduction in the retail prices. The introduction
of uniform retail prices reduced the total cost of mass consump-
tion goods in the state retail trade by 57 billion dollars {in
the first year =lione). The reduction of state prices on mass con-
sumption goods in twm vrought about a price reduction on the col-
lective farm and cooperative markets totalling 29 billion dollars.
This consequently produced an apnual saving for the population of

sbout 56 billion dollars in the first slage of the retail price
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reduction which occurred simultaneously with the introduction of
the currency reform. As pointed out in the decision of the Council
of Ministers of the USSR and the TsK VKP(b) of 1 March 1949, "that
meant that the price reductions in the initlal stage served to
raise the purchasing power of the ruble, improve the ruble ex-
change rate in comparison with foreign currencies, increase the
earnings of the workers and intelligentsia, and considerably re-

duce the peasants' expenditures on industrial goods.”

The introduction of new and lower retail prices entailed

Al

ven ity o =
A VEP (L) and Thaes

>

definite losses for the state., However, as the Ts
Seviet Government anticipated, the abolition of goods rationing

apd the rising living standard of the warking masses brought sbout
by lower prices produced such powerful stimuli for higher ’labor
productivity and such a broad mass movenent for economizing state
resources and increasing industrial reserves that the state's losses

were soon more than covered.

The powerful upswing of the national economy, the expand-
ing production of mass consumption goods, and the overfulfillment
of the plans in the field of secialist surplus accumulation e;zabled
the Soviet state 10 create the necessary commodity and financial
reserves to be used for further price reductions. Thié made it
possible to implement the second phase of retail price reductions
which was begun in 1948 and fully completed by 1 March 1949,
During thet phase the total reduction in the cost of mass consump-
tien goods within one year in the state retail irade amounted to
48 billien rubles and in the entire retail trade to about 71 bil-

lion rubles.
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Despite the extensive scale of state retail price reduc-

tions introduced in 1947-1949, the Soviet state was able to find
sufficliently large reserves in its expanding socialist economy not
only to campensate for the temporary losses in revenue but also to

declare a new price reduction, the third one, in 1950,

In view of the growing purchasing pover of the Soviet ruble,
as a result of the consistent price reductions and the simultaneous

depreciation of capitalist currencies, the Soviet Govermment con-

sidered it necessary Vo put the ruble sxchange rate on a siable .

gold standard, according to the gold content of the ruble and on
1 March 1950 it discontinued the practice of using the dollar as

& basis for determining the ruble exchange rete in relaticn 1o

other currencies.

The great successes achieved by the pational economy of
the Soviet Union in 1950, the overfulfillment of the industrial
production plans, the growing labor productivity, and the con~
siderably lower costs of commodity production and circulation en-
abled the Soviet state to introduce the fourth pestwar reduction
of state retail prices on 1 March 1950, ranging from 15% to 20%
on 2ll major food products and on many types of industrial commodi-
ties. This price reduction epnabled the population to save 275
billion rubles on its commodity ﬁurchases in the state and coopera- X
tive trade (computed on the basis of the 1951 commodity circulation
volume). Besides the city population also benefited to the extent

of sbout 7 billion dollars a year fram the price reduction on the

collective farm markets which followed the reduction of state re-

tail prices.
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The fifth reduction of state retail prices since the aboli-
tion of the retion card system, ranging from 10% to 30% and affect-
ing all the major types of foodstuffs, became effective on 1 April
1952, The retail prices of hooks, including text books, were si=
multaneously reduced by an average of 18%. This last reduction
aemounted to a net annual saving for the population of over 23 bil-
Jion rubles in its purchases in the state and cooperative trade
network alone. Finally, the sixth price reduction on mass consumpe
tlon goods, introduced on 1 April 1953, has produced the largest
seving for the population during the past 2 s. The price re-
duction was extended to all the most important types of commodi-
ties., The prices on such mass consumption items as potatoes,
vegetables, and fruits were cut in half and on other food pro-

ducts and industrisl goods they were reduced by 5-30%.

This price reduction in the state and cooperative trade
will produce a net gain for the population of 46 billion rubles.
Besides, the city population alsoc benefited to the extent of about
7 billion dollars a year from the price reduction on the collec-
tive farm markets which followed the reduction of state retail

prices.

Thus throughout the entire postwar period fellowing the
abelition of the ration card systeﬁ and the changeover to large
scale retail trade the Soviet Union has been consistently re-
ducing the prices on mass consumption goods. " As a result the
Prices of mass consumption goods even before the 1953 price re-
duction had been cut by more than 1/2 as cempared to the price
level existing by the end of 1947, that is, when the ration card
system was sbolished.
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The systematic reduction of retail prices and the resultant
improvement of the materisl well-being of the Soviet pecple pPro=-
vide striking evidence of the fact that the basic economic law of
soclalism has been given free reign in the Soviet Union and that
all the activities of the Communist Party and the Soviet Govern-
ment, reflecting the requirements of that law, are motivated by
their solicitude for the welfare of the people and for the maxie-
mun satisfaction of their constantly growing material and cultural

needs.

The material vasis price reductions 1s the steady exe~
pansion and perfection of socialist production which is capable
of insuring the systematic increase in the output of consumer
goods, the productivity of labor in every branch of the national
economy, and the reduction in the costs of commodity production

and circulation.

The Abolition of the System of State Subsidies and the Wholesale

Prices and Rate Reform in the Natiomal Economy of the USSR

The introduction of the currency reform was followed by a
changeover to uniform, reduced state prices. Much was accomplished
in the way of reducing the cost of commodity output and the neces-
sary conditions were created for improving the wholesale price

system in the national economy.

The system of state subsidies, designed to cover the losses
sustained by the heavy industry under the plan, vwas indispenseble
in time ef war. But when the USSR turned to peaceful construction
the system of state subsidies could no longer be tolerated as it

hampered the development of self-supporting operations of the
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enterprises, weakened the incentive for reducing production cosis,
and contradicted the aim of the further enhancement of the role of

the ruble in the national econony.

The object of self-supporting operations &s a method of
planned management of the state enterprises is to have the enter-
prises cover their own expenditures. The source of income of those
enterprises is derived from the sale of their comnodities to other
production'anterpriées or state ‘trade orgenizations at state-fixed
prices. , The movement of ‘goods petween socialist enterprises is
carried out under econdmic agree enté which call for mutual con-
trol bybthe respective economic organizations over the implementa«
tion of the a.gr;eemen'bs » the irposition of sanctions for agreement

violations, and state arbitration in case of disputes arising in

the ccursé of the implementation of asgreements. Under the systen

of state subsidies the final losses incurred by the enterprises

' are certain to be reimbursed. In this case hovever direct financ=-
1ﬁg from the stete budget becomes an important and frequently

even declsive source of income in a.qditicn to the wholesale price.
Thus the reimbursement of the enterprises’ éxpendituree 1s attained
through the one-sided increase in the state budget conirol over
the economy and the simultaneocus weskening of the control on the
part of the economic orgenizations in the process of camuodity

circulation among the socialist enterprises.

The system of state subsidies invarisbly weakens the im-
portance Of econonic sgreements. The part of the enterprise's
income consisting of the ata.';:e subsidy does not cone under the
customer's control. The right to withhold payments as well as

the right to impose sanctions for agreement violations applies
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in effect only to the part of the enterprise's income derived from

the sale of commodities at fixed prices.

The system of state subsidies does not affect the caummodity
circulation between the various brenches of the socialist economy

expressed in state wholesale prices but depreciates the role of

the wholesale prices. They reimburse only part of the production

costs of the enterprise. This being the case the wholesale prices
lose much of their value as a social production costs

» the control over

The isolation of prices from production costs in a nuuber
of heavy industry branches amounted to, first, underestimating the
commodity volume produced by the heavy industry and, second, under-
estimating the expenditures of the various industries using the
conmodities s0ld at below=-cost prices. This in turn was conducive
to an artificial decresse of the material expenditures ratio to
the cost of industrial cammodity production which could not fail

to weaken the incentlive to save raw and other materials and fuel.

The interests of the further expansion of the national
econaomy called for the enhancement of the role of the economic in=-
struments of the Soviet state and the sirengthening of the system
of selfesupporting eperations but that could not be realized with-
out the abolition of state subsidies. <The abolition of state sub-
sidies however could not be introduced immediately after the war
as that would bave meant the Tixing of wholesale prices om the
vasis of the high costs existing in the first period of the post-

war reconstruction of industry.
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The abolition of state subsidies could be realized on the
basis of reduced production costs in the heavy industry. And that
in turn required@ the realization of a number of measures designed
to eliminate the wartime survivels in the field of commodity dis-
tribution, the introduction of a currency reform, the enhancement
of the role of wages, and their utilization for the purpose of in-

creasing labor productivity.

The sholition of the system of state subsidies was intro~
duced on 1 January 1949, under conditions of 8 powerful econamic
upswing in the USSR and the successful fulfillment and gverfulfille
ment of the plans in regard to the reduction of preoduction costs.
In 1948 the cost of commodity production (in comparsble prices)
was reduced by 8.6% and in 1949 by 7.3%. This factor alone how-
ever was insufficient to insure the abolition of the system of
state subsidies despite the considerable successes achieved by

the industry in the reduction of production costs.

It was found necessary in this connection to raise the
wholegale prices of some extracting industries (coal, ore, and
timber) where the wholesale Prices were found to be largely unre-
lated to the cost of production due to the large wage increases

made during the wvar,

As for the processing branches of the heavy industry, the

existing wholesale prices on their commodities as a whole were in

line with the planned production costs provided for in the Fourth

Five«Year Plan.

Moreover certain types of commodities made by those indus~

tries were subject to turnover tex. This circumstance permitied

- 227 -

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



[l Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7

the considerable increase in costs, brought about by the increased
wholesale prices on the commodities of the extracting industries
operating at a loss, to campensate the extracting industries by
reducing profits, abolishing the turnover tax, and allowing only
partial price increases whenever the increases in the cost of raw

meterials and fuel were particularly high or whenever it became

necessary to correct the wrong value coerrelations between various

groups of products.

The increased costs of the light and faod industries, brought
about by the higher wholesale prices of the cormodities of varicus
branches of the heavy industry as well as higher freight rates,
were compensated by reducing the turnover tax without increasing
the wholesale prices. Whbat is more, after 1 March 1949 the whole-
sale commedity prices of the light and food industries were reduced
in proportion to the latest price reduction on foodstuffs and in=-

dustrial consumer goods.

These unequal changes in the wholesale prices on the output
of the industries produced the following structural changes in the
value of industrial commodities as expressed in the existing whole-

sale prices.

First, the correlation between the production of the means
of production and the output of consumer goeds at the existing

prices changed in favor of the means of production.

Secaond, the velume of comodities produced by the extract-
ing industries was increased in proporition to the total output

volume «f the heavy industry.
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And third, following the reduction in the turnover tax, the
share of the cost and profit in the combined industrial commodity

output, expressed in existing prices, was increused.

This meant a more exact computatlon of the share of the

heavy industry output in the combined national product.

Substantizl changes have taken place aiso in the cost of

industrial commodity production:

There was an inciesse in the proportional share of ma-

1ditures in the total costs of industry.

The proportion of mineral raw meterials and fuel of

the total material expenditures was increased.

(c) There vas & better definition of and accounting for
the value of the means of production, supplied by heavy industry,

in the production costs of the light and foed industries.

The introduction of new wholesale prices and freight rates
insured a more precise estimate of the material expenditures in-
cluded in the cost of production and thereby strengthened the in-

centives to save on materials.

At the same time an improvement was made in the coerrelation
between the wholessale prices an interchangeable types of heavy

industry cormodities as well as in freight rates.

As for the various types of fuel, there was an improvement

in the correlation between the prices om coal and peat, as may be

seen from the following teble of comperstive figures.
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Coefficients of Value (the price

Unit of of one t of coal taken as 100

Measure to 1 Since 1 Jan 1
Donets Basin cosl "AK" t 100.0 100.0

Peat (on the average) t 57«5 35.7

The compilation of a new price list on cosl fuel called for
the use of prices to stimulete the extraction and econcmical use
of coking cosl. Thus the price of coking coal in the western coal
basins was fixed at 25% above the average price of coal fuel and
in the eastern basins it was set at approximately 20% above the

While the unprofitable operaticns of
the cosl industry as s vhole were planned to be eliminated after
1950 normal profitable operatioms in the production of cocking coal

were started in 1949,

A grest deal was done in the period of the wholesale price
reform toward the elimination of the disparities in the prices of
local coal and the coal brought in from distant areas, even though

that problem has not as yet been fully solved.

In the esstern areas of the USSR the new transportation rates

made 1%t possible to equalize the cost of imported and local coal

{in terms of ideal fuel) for consumption purposes and, in a number
of cases, even to improve the "competitive value" of local coal in
reletion to imported coal. For example the calculations showed
that after the introduction of new wholesale prices of coal and

new coal-hauling rates, the cost of & ton of live steam to the
Molotov city enterpyises using Kuznetsk coal was 20,6 rubles and

to those using Kizelovsk coal it was 18.1 rubles.
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The respective costs per ton of live steam at the Chelys=
binsk enterprises were: with the use of Kuznetsk coal, 18.40
rubles; Keragenda coal, 19.65 rubles; and local Kizelovsk coal,

16.8 rubles.

In the western and southern areas of the USSR, the circume-
stances affecting the wholesale prices on coal Ffuel are different.
But there too the correlation between the prices on imported and
local coal have in the main been improved. Before the 1949 re-
form the wholesale price of the Moscow Basin mm-of-—the—mine coal
"BR® had been fixed at sbout the same level as the Domets anthra-

a2z ?

i

cite even vhough the heating af +the "RR" conl is
about 2.4 times lower than that of the YARSh" coal. In the new
price list effective since 1 January 1949 the wholesale price on
the Moscow Basin coal "BR" was fixed at 20% lower than the price
of the Donets anthracite "ARSh.” At the same 4ime the transporta-
tion rates on the Moscow Basin coal were fixed (in absolute figures)
st a considerably lower figure than the freight rates on the Donets
coal. But, teking into account the lowver heating value of the
Moscow coal, the éest of e ton of live steam to the Moscow consumers
wes still cheaper when Donets coal was used. This called for a
number of aﬁ@itional‘measums desigred to use the prices as an

i

encouragement for the consumption of Moscow coal.

With a view to restricting the expenditure of the most defi~

cit nenferrous metals, changes were made in the correlastion of

prices of lead, =inc, and other nonferrous metals.

The practice of granting unfelled timber to the lumber
producers free of charge, whick} hampered the extension of lumber

production into the interior of the forest massifs and slowed the
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£,

rational organization of Jumber utilization, was ebolished with

the introduction of the wholesele price and rate reform.

The ccmputation of the new railroad freight rates OOk into
account the necessity of encouraging a wore rational utilization
of transportation facilities and a reduction in the long distance

hauling on the part of freight shippers.

In addition to encouraging the freight shipper to make
more rational use of transportation at the new rates, measures
were also taken to encourage the railroads in this respect. Thus
undexr the previcus rate scalc the paymenia for freight Hauling
were camputed on the pagis of the actual heuling distance. The
accounts between the Railroad Ministry and the other rgeds in
turn were also based on the ton-kilometer unit. The volume of
freight hauling wes calculated in the same Way. This weakened
the incentive to make use of short distance hauls inasmuch as the
extra hauling distances were not reflected in the financial situ-
ation of the railrcads (all éxpenses were fully covered by the
shippers) and yet made 1t appear that the freight plens were over-

fulfilled.

To put an end to such round about methods of freight shipping
+he shipping costs under the new rates were computed on the basis
of the shortest distance petween the shipping points under consid=-

eration.

The new freight shipping rates served to improve the corre-
1ation between the costs of rail, river, and tyuck transportstion.

The freight shippers are charged cheaper rates when shipping by

water whensver such woter routes run parsllel to the railroads as
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well ss when shipping along routes involving both rail and water

transportation.

The introduction of the wholesale price reform was accampanied
by a numbex of chenges in the prices of price formetion itself.
The list of industries whose comnodities were subject to turnover
tax was revised. In view of the fact thet the turnover tax levied

en all the branches of the heavy industry {(except the oil industry)

amounted to only 0.5%-3% of the wholesale prices, it was found

necessary to completely abolish the turnover tax, following the
intraduction of the new wholesale prices, on the commodities of
the enbire ore-mining industry, nonmetailic miuerals; fusl {ex-.
cept oil producte ), the products of the lumber and woodworking
industry, building matérials ,‘metals , chemical industry products,

heat energy, machinery, and equipment.

Included in the new wholesale price list were 2 types of
prepaid delivery, FOB destination (railroad) point and FOB shipping
(railroad) station. Therefore most of the industries using FOB
plant changed to FOB shipping gtation. Besides, all the cost of
tare and packing, except special types of tare specified by the
custamers, are borne by the shippers. This measure serves t0 in-
sure a high degree of gtability of the list prices as it reduces
+the possibilities of meking all soris of additional charges eabove
the fixed prices by agreement of the perties involved (to defray
the cost of delivering the goods to the shipping station, pay for

the loading snd the cost of tare and pecking).
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N L d
Wholesale Price and Freight Rute Reductions in 1950-10952

The wholesale price and freight rate reform introduced on

1 January 1949 entailed a certain increase in wholesale Prices and

rates.

That increase however was of a temporary nature. Since the

wholesale price and rate reform contributed to the improvement of

self-supporting operations “and encouraged the reducticn of produc-

tion costs by establishing a proper ratio between the cost of heavy

industry commodities and freight rates, it created the material pre-

requisites for further reductions in the newly fixed prices and

rates. The nev grsst

& E¥eav successes achieved in 19%9 in the develop- -

ment of industry, tra.nsportation, labor productivity, and production

cost. reductions as a result of the spurt of labor enthusiasm among

the Soviet people » the strengthening of the Soviet ruble and self-

supporting operations as well ag the emergent possibilities for a

considerable further cut in production costs in 1950 made it possi-

ble to reduce the new vholesale prices and freight rates introduced
on 1 Janvary 1949,

The wholesale prices of metals, chemicals » building materials s

lumber, baper, and camodities of the nachine-building industry as
well as the rates on electric pover and railroad freight transpor-

tation were reduced in the first phase of the wholesale price and

rate reduction that went into effect an 1 January 1950,

Subsequently, with & view to reducing the costs of construce
tion, additional wholessle Price reductions were introduce;i, ef-
fective 1 July 1950, on round timber, saw timber and woeodworking
products, run-of-the-mill rolled ferxous metal, building meteriels »
and equipment as well as reductiomns in the cost of freight hauling

by rail, water, and trucking transportetion. The scale of the
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reductions in the wholesale prices of industriel commodities made
by July 1950 may be judged from the fact the wholesale prices as

of 1 July 1950, were below the price level of 1 January 1949,

Pig iron by 20%
Average quallty steel by 37-47%
Steel and cast-iron pipes and gas cylinders by 15-50%
Commercial softwood lumber by 10%
Products of the rubber and chemical industries by over 20%
Cement by

Benzine oy

Machinery and equipment oy

The following reductions were made at the same tine
freight rates: on the railroads, in regard to various types of

freight, from 10§ to 40P river transportation of lumwber, con-

struction materials, mitis metals and machines, from 15% to 25%3

truck transportation, 8%; and cartage 12%.

Such considersble reductions in the wholesale prices and
frelght rates contributed to the improvement of the value correla-

+tions in the national econcmye.

An over~-all improvement was made in the correlation between
the prices on ferrous and nonferrous metals as well as between the

various types of metals in each of these groups.

In the Ffield of ferrous metals improvements were made in
the correlation of prices on standard and low alloy steels. The
prices on "SHL1," "SHI2," "SHL3," end "SHIA" low alloy steel were
additionally reduced by 10% as compared with the corresponding
substitute brands of steel. This reduction was designed to en-

courage the use of low alloy steel in construction.
- 235 -
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In the Ffield of nonferrous metsls, changes were mede in the
correlation between aluminum and magnesium alloys. These changes
were in part determined by the desirability of popularizing the

use of magnesium~aluminum alloys in the national economy.

Additional improvements were made in the correlation between
the prices of Donets and Moscow Basin coal., VWhile the price of
Donets coal was left unchenged and its freight rate reduced by
only 10% the price of Moscow Basin coal was reduced by 25% and

it

reight rete by 50%.

Improved also were the value correlations between different

groups of construction materials. Commercial lumber prices were
reduced by 10% while brick prices were cut by 2i% and cement
prices by 20%. The purpose of this new change in price relations
was 10 encourage = more econamical use of lumber in construction.
The price reductioms on lime were greater than theose on cement
which ie due to the necessity of encoursging the use of locally

produced binding materials for comstruction purposes.

Changes were made in the correlation between the prices of
round timber (saw logs) and sew lumber. The 1949 prices on saw
logs were reduced by 10% while the saw lumber prices were cut by
25%. This encourages the consumers to import saw lumber instead
of saw logs which is ecomomically more expedient from the point of

view Pf the rational utiligetion of transportation facilitles.

Reductions were mede in the prices of coal and shale, peat,
electric and thermal power, ferrous metals, chemicals and rubber
industry products, paper and woodworking industry products, end

building materials as well as all types of machines and equipment.
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The largest cuts were made in the wholesale prices of machines and
equipment and this made the wholesale price level of the commnodi-
ties of the machine-building industry considerably lower than be-
fore the war., The grest progressive importence of these reduc~

tions is that they serve &s &aun additicnal encouragement to intro-

guce new machinery in the national economy on a large scale.

The reduction in wholesale prices was accompanied by con-~

siderable cuts in freight retes on reilrosd, river, sea, and truck

transportation.

In addition to lowering the price level and improving whe
value correlations in the national econcmy, & number of measures
were taken to systematize the process of price formation. First
of all, the principle of esteblishing the same prices for the same
conmodities has been pursued more consistently than during the
wholesale price reform. To thet end, 21l the similar products
made by the respective branches of industry, regardiess aof the
jurisdictional status of the enterprises producing +the mentioned
products, were as a rule included in the new price lists for vari-
ous types of commodities. Guch an approach to the compilation of
price lists contrivuted a great deal to the elimination of dis-
parities betveen the prices fbr the same coumodities produced by
aifferent manufacturers. <The unification of the wholesale prices
existing in the verlous branches of industry however cannot yet

be comsidered as completed.

An importent characteristic of the wholesale price and rate
reduction of 19506 is that it was carried out sfter the system of
state subsidies to the heavy industry and transportation was

abolished.
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After 1 January 1950 the granting of subsidies to certain
branches of the national economy for capitel repalr purposes was
abolished together with the practice of relmbursing the differ~
ences betiween production costs and wholesale prices fron the state
budget. The amortization deduction rates were fixed according to
the cepital repair requirements of the particular branches of in=-
dustry. For this purpose temporary amortization deduction rates
were fixed for 1950 and with some changes continued in the follow=-

ing years.

A pew substential reduction in the wholesale prices of the
industry end in freight rates was made after 1 January 1952.
Despite the 3 wholesale price and rate reductions already csrried
out since 1 January 1950, the national economy of the USSR attained
a high level of profitable operations as a result of decreased cam-
modity production costs. The 1953 state budget of the USSR pro-
vides for a profit incresse in the national economy up to 111l.5

pillien rubles which is epproximstely 3.5 times as much as in 1940,

The large scale reductions in the wholesale prices and

freight rates and the simultaneous achievement of sound, profitable

operations in industry and transportation provide striking evidence

of the grest strides made by heavy industry, transportation, and
the Soviet currency system in the postwar period. The fact that
the Soviet state was able within s short period of time following
the end of the war not only to restore and further expand the heavy
industxry but also to raise it te = higher technical and economic
level, that by the end of the Fourth Five-Year Plan that indusiry
was not only capsble of opersting at a profit but also ‘o make

congiderable reductions in the wholesale prices, offers conviscing
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&

and irrefutable proof of the enormeus vitality of the socialist

system and its material foundation, the heavy industry.
CONCLUSION

Commodity production end its economic categories cannot be
regarded as samething seif-sufficient and independent of surround-
ing conditions. The peculiar feature of commodity production is
that it cannot be identified with any one type of social and eco-

nomic structure in particular.

The purpose and functions of the econamic instyuments of
commodity production (goods, money, prices, etc) cannot therefore
remain unchenged and independent of the surrounding econcumic cone-
ditions. The historic changes of social and econamic structures
and their fundsmental economic laws are accompanied by changes in
the functions of the economic instruments of commodity production.
They lose their old values and acquire new ones in keeping with

the emerging new economic conditions.

The existence of commodity production within certain limits
in a socialist society also determines the existence of respective
economic instruments of commedity productim, Also, the socializa-
tion of the basic means of production, the operation of the basic
econamic law of socialism, and the lew of systematic, proportional
development of the national econeamy are conducive to a basic change
in the functions of these instruments and in the nature of their
operation. "Such is the situation in regard to both commodities
and money in the USSR'a economic activities, as well as to the
banks which, having lost their old functions and acquired new ones,

retein their old forms which are utilized by the socialist system"

- 239 -

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



(Stelin, I. V., Ekonomicheskiys problems sotsielizma v SSSR, page
53). The price represents one of such instruments of commodity

production used by the soclalist system.

There has been a radical change in the functions and pur-

pose of prices under socialism as compared to those under capital-
ism. Competition and production ansrchy under capitalism are
nmanifested in the disorganized and spontanecus movement of com-
modity prices. The law of systematic and proportional develop-
ment of the nationsl econcmy, based on the socilalizetion of the

E od U s1bility and
necessity of price plenning. Reflected in the Price planning is
one of the features of the utilizetion of the law of value in the

interests of the socialist system.

In view of the soclalization of the means of production
and the operation of the law of systematic and proportional de-
velopment of the national economy, the law of value does not and
cammot control socialist production. Ipasmuch as commodity preduc-
tion in a commercial sense is continued within certain limits in
a socialist society, commodity production and circulation camnot
fail Yo influence production., This is menifested in the practice
of pecuniary payment for the work done by the members of the so-
cialist society, in the necessity and expediency of using the out-
ward appearance of camnodities and value forms for controlling
the expenditure of labor and the cost of enterprises, and in the
menagement of the enterprises within the state sector of the so-

clalist economy on a self-supporting basis.

Under such circumstances it is possible to use prices as

an instrument of the economic policy of the scecialist state in
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conformity with the requirements of the vasic economic law of sSO-
cialism and the law of gystematic, proportional developument of the

national economy.

With the ald of the planned system of state prices +the Soviet
state (a) distributes the USSR's netional income in keeping with
the aim of socialist production, that is, the maximum satisfaction
of the constantly groving materizl and cultural needs of the whole
society, (b) creates additional incentives for implementing the
plans for the development of indusirial and agricultural produc-
tion, (c) waintains control over the production cos® and cireula-
tion of goods in the national econauy facilitating 4he systematic
reduction in such cosis on the basis of the steady perfection of
socialist production, (d) stimulates the rational utilization of
material resources and transportation facilities in the national
economy, and (e) organizes the population’s demend for consumer
goods and contributes to the all-round expansion of couzmodity

circulation.

The operation of the pasic economic law of moderm capital-
jem in the sphere of prices is nmanifested in the rising living
costs and growing monopoly prices. The monopolies take advantage
of the rising living costs to exploit the majority of the popula=-
tion of their respective countries, to engage in the systematilc
plundering of the peoples of other countries, and 1o secure the
higheat possible profits for themselves. The operation of the
basic economic law of socialism in the sphere of prices is mani-
fested in the systematic and plammed reduction of prices. The
steady expsnslon end perfection of socislist production, the steady

increase in the volume of goods channeled by the state into ‘the

- 241 -

Sanitized Copy Approved for Release 2010/08/30 : CIA-RDP81-01043R000700170005-7



Saniized Copy Apbroved for Release 2010/08/30: CIA-RDPS1L.01043R000700170005 7

sysbem of organized commodity circuletiom, and the reduction in
the cost of commodity production end circulstion in the national
economy constitute the material basis for the Soviet price reduc~
tion policy. The reduction of prices on the other hand, signify-
ing as it does & firmer Soviet ruble with a higher purchasing
power and an increase in the real income of the working people,
contributes to the further material encouragenent to expand and

perfect socialist production.

Thus the 2 antitheticel iipes of modcrn sconomic develop=
ment determined by the operatione of 2 antithetical basic economic

laws, capltalism and socislism, find their expression in the na-

ture of price changes and in the way they affect the condition of

the working people in the capitalist countries on the cne hand

and the countries of socielism and people'’s democracy on the other.

The unrestrained rise in 4he living costs in the countries
of monopoly capital 1s due particularly to their policy of mili-
tarization and preparation for & new war with a view to securing

the highest possible profits for the moncpolies.

Entengled in insoluble and growing contradictions and fear-
ing the impending economic depression, the nenopalists and the
governments fully subservient 4o them embarked upon a course of
unlesshing & new world war. The US Goverrment pudget for 1952-
1953 provides 58.2 billion dollars for the meintenance of the
armed forces alone. This means that the US direct militery ex-
penditures in the past 5 years have incressed almost 5-.fold. War
orders have became an woprecedented scurce for the enrichment of

+he big monopolles.
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The terms of the US Govermment contracts with the monopolies
for the production of sxmunition providie for a febulously high
profit level. The moncpolies are first of all guaranteed very
high snd increesing prices for their war products. In less ‘than
6 months following the outbreak of US aggression in Kores, the
prices on radar instellations in the US were increased 3 tines,
the cost of alrplanes was doubled, the price of gasoline for the

army went up more than 50%, and the price of rubber was increased

aimost 5=folG.

The US Government grants enormous sums of money to the
monopolies at the expense of the taxpayers in the form of various
privileges and subsidies for the development of war production.
The corporaticns are permitted to iﬁclud.e in the prices of their
war orders unheard-of annual amortization charges amounting to
1/5 of the value of the basic capital. Corporation expenditures
on the construction of new enterprises are Tinanced by governuent-
granted rebates on profit texes. The government also provides
extensive insurance of private credits used for the development of
the war industry. Therefore the total amount of profit made by
the American monopolies in 1951 (before tax deductions) was 13 times
as large as in 1938. The sources used for covering the armament
expenditures and the fabulous profits of the financial oligarchy
in the US and other capitalist couniries are the intemsified ex-
ploitetion of the working pecple and the restricted use of con-~
pumer goods by the masses of the people due to rising taxes and

prices.

Before World War II every American spent on the average

$8.75 s year to cover the goverpment's military expenditures.
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The amount spent for these purposes in 1952-1953 was $413.00, In
1951 the taxes collected from the population amounted to 75 bil-
ljon dollexrs while the total cost of feeding the population during

the same year was Opnly 55 billion dollars.

The growing resistance of the people to the further increase
in the already monstrously high taxes compels the ruling circles
of the capitalist circles to resort with increasing frequéncy to
such concealed snd camouflaged methods of financing the armament

race at the expense of the working people as inflation.

The most striking expression of {nflation is the growing re-
tail prices on consumer goods which means a rising cost of living.
According to the figures of the American electricians' union, the
"eost of living" in the US in 1952 was 289% of the prewar level
while the prices of foodstuffs were 334%. The cost of living in
Britain in 1952, even according to official and deliberately mini-
mized figures, was 2.25 times the prewar level. In 1952 alone the
retail price of bread wes increased by 25%, meat 20%, ham Rb,
cheese 80%, butter 20%, sugar 17%, ebc. Prices were also increased
eon a number of industrial commodities. Growing prices reflect &
reduced per capita consumption of food, clothing, and other goods
by the workers of the capitalist countries. In the US the average
per capite consumption of butter in 1952, as compared to the pre-
war period, was reduced by 46%, beef by 1h%, and flour by 16f. In

France the consumption of mest in 1949-1951 was reduced by 24%.

The systematic price reductions in the USSR are based on

the plenned and depressionless development of the peecetime Soviet

econamy gesred Lo the mexlimm satisfaction of the constantly grow-

ing meterial and cultural demands of the socialist socieby. Always
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devoted to the policy of peace the Soviet Union does not reduce
but expands the civilian industry and peaceful ecopamic construc-
tion, does not abandon bub on the contrary continues its policy

of reducing prices.

The postwar development of the Soviet econamy is taking place
against the background of a powerful upswing in evexry branch of
the national econamy, a stronger currency systen, and a steady in-
crease in the naticnal copsumption. In 1952 the industrial output
of the USBR was spproximately 2.3 times higher than in the prewvar

year 1940, The prevar level of a_@-imﬂ.ture,l production has been

greatly exceeded.

A striking manifestation of the great econonic advencement

of the USSR is +he steady growth of 4ts national incame. In 1952

the national income of the USSR was more than double that of 194O.
Since there are no exploiting classes in the USSR and the entire
national incame belongs to the working people and their state,

the expending volume of goods in the natiomal economy and the grovw-
ing national income of the USSR made 1t possible to introduce 6
reéuctions in the retail prices on consuner goods during the 1GhT -

1953 periocd.

Compared to 1947, the 1952 prices om the most important
types of foodstuffs in the USSR, US, Britein, and France were ex-
pressed in the following percentage figures (Mikoyan, A, speech
to the Nineteenth Congress of the KPSS, Gospolitizdat, 1953, pag&e
7).
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USSR us Britain France
Bread 39 128 190 208
Meat L2 126 135 188
Butter 37 10k 225 192
Milk 72 118 130 1Th

Sugar kg 196 233 376

After the latest cut in prices on 1 April 1953 the price

level of the most inportant food products in the USSR was further

reduced, showing the following relation to the 1947 level (in %)

oresd 35%, 4 putter 33%, and sugar 4b%.

As a result of the systematic price reductions and increas-
ing wages of the workers and employess, of the increasing financial
and meterial income of the peasants and other payments 1O the popu~
jation from the atate budget, the real per capita income of the
workers and employees in 1951 vas about 57% higher than in 1940
and the real per capite lbcame of the peasants was approximately
60% higher than in 1940, The resl income of the working people

was further increased by 7-8% in 1952.

The reduction of retail prices on consumer goods in the USSR
is not a temporary campaign dictated by any particular market -
ing reasons. .It is an objective pattern of development of the
aocielist econamy. Price reductions are mede in conformity with
the major requirements of the basic economic 1aw of socialism and

the ultimate purpose of soclalist production.

In a socialist soclety, where there are no exploiting class
and the fruits of gocial labor belong to all the working people,

the steady expapsicp and perfection of soclalist production mean

- 2h6 -
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an increesing volume of consumer goods for the population. And

since the distribution of goods in & soclalist society is carried
out through the medium of commodity-money relations, a higher rate
of consumption implies an increasing effective demand facllitated

by reduced prices.

It should be pointed out however that such s sweeping meas-
ure &s price reduction always requires the creation of the neces-

sary materisl prerequisites for it.

the practice of retail price reductions it is

necessary first, to meke certain that the volume of consumer goods

t0 be sold to the population increases at a considerably faster

rate than the financisl income of the population, as only under
guch conditions can the bma’cerial prerequisites for a price reduc-
tion be created, and, second, to meke certain that the continued
reduction in the costs of production and commedity circulation is
large enough to permit a reduction in prices without affecting the

process of socialist surplus accumulaticn,

That means that the realization of a retail price reduction
requires the largest possible incresse in the flow of commodities
from both centralized snd local production sources. This means
also that the industry and trade orgenizaticns must study consumer
demand and see to it that only the commodities actualily required
by the population ere put into circulation. They must not permit
+the production of unsalable goods which become frozen material as-
sets apd cannot be used as & basis for price reduction. That means
further that the increasing volume of goods should be produced in
larger varieties and betbter quality. It mesas st the saue btime

that the rate of increase in labor productivity in every field of
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materiel production must always be faster than the growing wages

and other financisl income of the working pecple.

Thet means, finally, that a rigid economy regime should be

maintained in every branch of the national economy.

The basis for retail price reductions is the systematic re-
duction in wholesale prices which is in turn made possible by
econamizing on the cost of production and circulation. The simul-
taneous expansion of socialist surplus accumulation and consistent
price reductions can be realized only by systematically econonizing
on production costs. That meens that the implementation of the So-
viet price policy requires the continued mobilization of new sources
for raising the productivity of social labor and for saving added

and embodied labor in the national economy of the USSR.

The directives of the Nineteenth Party Congreas on the Fifth
Five«Year Plan call for the maintenance of a very rigid ecomomic
regime in every large and small sector of the nationmal economy as
an important precondition for the fulfillment of the national eco-
nomic tasks outlined in the new Five-Year Plan and the improvement

of the welfare of the people.

The increases in the real wages of workers and employees Wy
at least 35% end the income of collective farmers by at least LO%,
provided for by those directives, require a comsiderable cut in
the cost of commodities and their circulation in all branches of
the national economy. In the course of the five-year plan the

cost of industrial commodities should be reduced by 25%, construc-

tion costs by no less then 20%, railroad freight rates by 15%, and

retail trade cosis by 23%.
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The realization of such broad cost reduction measures in the
national economy cells for the maximum utilization of ‘technical
progress as & method of raising the productivity of social labor,
the complex mechanization of all hard and labor consuming work,
the improvement of preduction culture, and, most ijmportant, the
rhytimic and smooth operation of all enterprises and the complete
elimination of lossesg, unproductive expenditures, and mismapage-

ment of production resources.

The policy of systematic price reductions on consumer goods
demands, further, an all-round increase in i
tural products as well &s i{n the output of the light and food in-
dustries. The directives of the Nineteenth Party Congress on the
Fifth Five-Year Plan for the development of the national economy
of the USSR provide for a sharp increase in the gross output of
agriculture snd enimal husbandry on the pasis of higher harvest
yields and animal productivity. In view of the growing resources
of agricultural raw materials and the large capital investments in
the basic stocks of the 1light end food industries, the output of
these industries should be increased by at least 70% during the
five=year plan. The successful reelization of these five-year
plen tasks will ve largely determined by the price reductions,
scheduled to be introduced during the five-year plan, and the
growing real wages of woarkers and employees as well as the income

of peasanis.

The directives of the Nineteenth Party Congress provide for

a considersble expansion of the camodity circulation in the USSR

as sn important prerequisite for the realization of systematic

price reductions and the policy of raising the cultural level of

the Soviet people.
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° During the Fourth Five-Year Plan the retail commodity turn-
over in the state and cooperative trade considersbly exceeded the
prewar level. In the course of the Fifth Five-Year Plan the state

retail goods turnover must be increased by another Tk

The decisions of the September Plenum of the TsK KFSS and
the speech by the Chairman of the Council of Ministers USSR, G. M.
Malenkov, provide striking evidence of the fact that the Soviet
state, led and directed by the KPSS, has every possibility for the
successful fulfillment of the five-year plan in regard to increas-

ing national consumpition within a shorter time than provided for

by the five-year plan,

The achievements made in the development of heavy industry
have enebled the party and the Soviet Governnent to organize a
sharp increase in the output of consumer goods. The object is to
produce a sharp increase in the supply of foodstuffs end industrial
good.s' 40 the population within 2-3 years by cerrying out this as-

pect of the five-year plan considerably ahead of schedule.

The backwardness af e number of important branches of agri-
culture must be overcome sO >that the supply of foodstuffs to the
population and sgricultural raw materials to the light and food
industries may be increased and s0 that a higher meterial welfare
level for the entire collective peasantry may be insured. The de~
cisions of the September Plemum of the TsK KPSS on urgent measures
%0 improve the cperations of the backward branches of agriculture
represent & large scale program for the development of agriculture
designed to improve the operetions of all its branches and create

an abundance of sgricultural products in the USSR.
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The Soviet economic system, under which the object of soccial
production is the maximum satisfaction of human needs, a system de-
signed for the uninterrupted development of production on the basis
of advenced technology, has demonstrated to the whole world its
superiority over the cepitalist system and the inevitability of

the ultimete triumph of cammunisu.

Spurred by enormous political and production enthusiasnm,
the Boviet people are implementing the directives of the Nineteenth
Communist Party Congress on the Fifth Five-Year Plan for the de~
velomment. of the USSR and the measures taken by the TsK KPSS and
the Soviet Government for the solution of the urgent problems in
industry and asgriculture. They lock upon the ralization of those
measures as a guarantee of prosperity for the socialist fatherland
and a striking confirmation of the great concern displayed by the

Communist Party and the Soviet Govermment for the satisfaction of

the growing needs of the workers.

Under the tested leadership of the Communist Party which
directs and leads the forces of the Soviet society the Soviet
people will successfully solve the historic problems they are

facing.
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